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This dissertation aims at examining specific issues related to the 
accounting treatment of business combinations. In this regard, at first I 
analyse this phenomenon according to a theoretical perspective 
underlining its relevance on the financial market, especially in the 
European context, and afterwards I introduce current accounting 
requirements under the IAS/IFRS regime. 
Thus, I develop three empirical analyses focused on the influence on 
goodwill amount due to specific accounting requirements established 
in the European context by IFRS 3 – “Business Combinations”. 
Particularly, they aim at investigating the presence of a direct 
relationship between goodwill amount and trend in equity market 
prices for the acquirer company. 
In such a scenario, it seems worth recalling that the term business 
combinations refers to the accounting perspective of a broader 
corporate phenomenon, namely Merger and Acquisition transactions 
(M&A hereafter).  
Analysing business combinations represents a very relevant issue. 
Actually, in the last three decades, M&A activity showed a significant 
increase around the world as regards the number of deals as well as 
their amounts, peaking in 2000 and especially in 2007. Nevertheless, 
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Merger and Acquisition decrease in the first 2000s and following the 
2008 financial crisis, especially in the European context (KPMG, 2010), 
confirming the strong linkage between corporate investment decision 
and optimism in financial markets (Gugler et al., 2012). 
In such a scenario, so far academic literature has widely investigated 
M&A activity showing that these corporate events could be analysed 
from multiple economic subfields (Liao, 2014).  
Particularly, focusing of finance research M&A decisions are affected 
by financing motives since acquisitions could facilitate the access to 
external finance or influence the company’s capital structure (Harford 
et al., 2009).  Additionally, acquisitions could be driven by governance 
motives since from a theoretical point of view they facilitate 
monitoring and controlling of acquired managers (Burkart et al., 1997; 
Shleifer and Vishny, 1986). Moreover, strategic issues are relevant as 
well (Caiazza and Volpe, 2015). 
In such a scenario, also accounting issues play a primary role in 
influencing M&A decisions, affecting information conveyed to investors 
and other stakeholders as well as future performances of the 
companies involved in M&A transactions. Particularly, establishing the 
use of different accounting methods standard setters can affect the 
whole process of selection, valuation, negotiation and implementation 
of transactions (Baker et al., 2010). 
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As regards, in the European context the IAS/IFRS adoption 
considerably changed rules on accounting for business combinations as 
well as goodwill eventually arising from the acquisition. Moreover, the 
development of a standard for business combinations has been 
recently updated by the International Accounting Standards Board 
(IASB), following a convergence joint project with the Financial 
Accounting Standards Board (FASB) aimed at eliminating some of the 
remaining differences between “IFRS 3 - Business Combinations” and 
the equivalent US standard, namely SFAS 141(R).  
Along the lines of the standards evolution in the US context, IASB 
sets up a two-phase project starting in 2001 aimed at improving the 
quality of accounting for business combinations as well as seeking an 
international convergence on this topic. Major modifications relate to 
elimination of pooling-of-interests method, establishing that all 
business combinations have to be accounted for using the purchase 
method, and introduction of the impairment-only approach in 
accounting for goodwill. As a result, a revised version of IFRS 3 was 
issued in January 2008 and has been applied to business combinations 
occurring in an entity's first annual period beginning on or after the 1st 
July 2009.  
Additionally, IASB has just undertaken a Post-implementation 
Review (PIR) in order to consider and discuss unexpected costs as well 
as implementation problems arising from IFRS 3 adoption. The report 
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on the PIR of IFRS 3, issued on 17th June, highlights some 
implementation matters that need to be investigated more in depth 
suggesting avenues for future research. Particularly, comments 
received from the public consultation mainly relate to accounting for 
goodwill, separate recognition of intangible assets, measurement of 
non-controlling interests (NCIs), and fair value measurement especially 
for contingent consideration, contingent liabilities and intangible 
assets.  
Evidence collected from investors, preparers, auditors, and 
regulators confirms that they generally appreciate the uniformity 
between IASB and FASB in accounting for business combinations. On 
the other hand, they present mixed point of views especially as regards 
opportunity for a return to an amortization-based model of accounting 
for goodwill, since many of them consider impairment test procedure 
costly, time-consuming and complex. Additionally, they express 
concerns on actual implementation of fair value measurements, 
especially for intangible assets without an active market, due to 
uncertainty they involve.  
In such a perspective, also academic literature has widely 
investigated accounting treatment of business combinations and 
goodwill (Boennen and Glaum, 2014).  
Accounting literature mainly focused on determinants (Crawford, 
1987; Aboody et al, 2000; Ayers et al., 2002) and effects (Ayers et al., 
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2000; Davis, 1990; Martinez-Jerez, 2008) of the choice between 
purchase and pooling-of-interests methods as well as studies on 
earnings management practices related to business combinations 
(Erickson and Wang, 1999; Louis, 2004), and disclosure (Shalev, 2009; 
Glaum et al., 2013).  
Consistently with results of previous studies, decisions on 
accounting for business combinations are strongly associated with 
accounting treatment of goodwill. Therefore, since in many cases 
goodwill is the largest item in companies’ balance sheet (Boennen and 
Glaum, 2014), representing 59% of the purchase price on average 
(Shalev et al., 2013), and in the light of PIR results as well as the current 
academic debate on accounting for goodwill, this study aims at 
providing empirical evidence on the determination of goodwill arising 
from business combinations accounted for under requirements of IFRS 
3 Revised. Actually, the extant goodwill accounting literature mainly 
explores causes and effects of impairments (Li et al., 2011), the value 
relevance of goodwill (Jennings et al., 1996; Henning et al., 2000) as 
well as managerial incentives involved in impairment test (Beatty and 
Weber, 2006; Ramanna and Watts, 2012), whereas it does not provide 
much insight into the initial measurement of purchased goodwill in 
business combinations (Bassemir and Gebhardt, 2010; Bugeja and 
Loyeung, 2014).  
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Based on these arguments, in this dissertation I develop three 
empirical studies that shed light on: (i) the managerial discretion in the 
allocation of goodwill during the purchase price allocation, especially 
as regards the managerial decision to account for abnormal goodwill 
amount; (ii) determinants for the recognition of provisional goodwill; 
and (iii) influence of the full-goodwill option on value relevance of 
goodwill amount. 
The findings of these studies and their implications have both 
theoretical significance and practical importance. Particularly, they 
could improve standard setter’s activity, especially in order to revise 
accounting treatment of business combinations. Additionally, they 
could fuel the current debate on accounting for goodwill, highlighting 
the relevance of issues related to the initial determination of goodwill 
amount. 
The dissertation is split into two Part and the remainder of this 
dissertation is structured as follows.  
In the first Part, I analyse theoretical issues related to M&A 
phenomenon and more specifically to business combinations. 
Particularly, in Chapter n° 1 I provide some figures related to M&A 
activity in the last decades, with a special focus on the European 
context. Additionally, I highlight the opportunity to assess the M&A 
activity from several point of views, especially from a strategic, 
operational and financial perspective.  
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In the second Chapter of this dissertation I focus on accounting 
issues related to business combinations, describing the development of 
accounting requirements in the U.S. context as well as under the 
IAS/IFRS regime. This analysis of the accounting requirements is 
concurrent with an analytical literature review of the accounting 
academic research in this area. 
The second Part of the dissertation, instead, is mainly addressed to 
empirically explore several specific issues related to the accounting 
treatment for business combinations and goodwill arising from 
acquisitions. More specifically, in Chapter n° 3 I present a first paper 
focused on assessing the presence of managerial discretion in the 
purchase price allocation, highlighting the recognition of abnormal 
goodwill and its relationship with market reaction to business 
combination announcements. 
Moreover, in Chapter n° 4 I develop an empirical study aimed at 
examining the determinants of the decision to account for goodwill 
amount on a provisional basis. Particularly, in this paper I assess 
whether this managerial decision is mainly due to the opportunity to 
signal a good acquisition to the market, rather than perceived difficulty 
in obtaining information on fair values of assets and liabilities of the 
target.  
Finally, in Chapter n° 5 I present my last paper specifically devoted 
to analyse the effects of the adoption of the full goodwill option. 
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Particularly, I carry out a value relevance study aimed at assessing 
whether the goodwill amount accounted for according to the full 
goodwill option is less value relevant since the recognition of the non-
controlling interests at their fair value implies less verifiability and thus 
lower reliability of goodwill amount.  
The Conclusions section is devoted to a final discussion of the major 























MERGER AND ACQUISITION ACTIVITY 
AROUND THE WORLD 
  
1.1 Introduction 
This dissertation aims at examining Merger and Acquisition (M&A 
hereafter) activity, with a special focus on the European context.  
In such a perspective, the term Merger and Acquisition is usually 
defined and used differently in different disciplines. Actually, business 
combinations are complex and multidisciplinary phenomena that could 
be analysed from manifold economic subfields (Liao, 2014).  
In this regards, the present dissertation aims at assessing the 
accounting treatment of business combinations, paying attention to the 
influence on goodwill accounting of specific requirements established 
by IAS/IFRS. Thus, focusing on the accounting perspective the term 
Merger and Acquisition refers to usually complex transactions in which 
a company acquires the control over another company or two or more 
companies bring themselves together into a new company combining 
their assets and liabilities. 
In spite of this, business combinations are a relevant issue also from 
managerial and strategic perspective. Indeed, they represent significant 
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corporate events since they are very challenging decisions that could 
really affect the interests of all stakeholders (Bens et al., 2012). 
Actually, through business combinations manifold objectives could 
be reached, especially in terms of strategic issues related to the growth 
of the company, expected synergies, improving of economic 
performances, wealth creation, increasing of shareholder value, vertical 
integration and achieving of specific financial advantages. 
Additionally, M&A activity should not be considered focusing only on 
specific national context. Actually, especially in the last decades, 
companies are forced to face a global competition because of the 
globalization of financial markets and, thus, a key role in determining 
the success for companies could be played by cross-border M&A, 
namely transactions in which involved entities operate in different 
countries.   
In such a scenario, this first chapter aims at providing an overview of 
the Merger and Acquisition activity. At first, I specifically analyse the 
business combination process, in order to highlight the main steps that 
entities should face whenever they decide to be involved in this kind of 
transactions. 
Afterwards, I analytically analyse major determinants of the 
managerial decision to conclude a business combination focusing on 




Finally, in order to understand the relevance of this topic, I show 
main figures related to the conclusion of business combinations around 
the world, with a special focus on the role of the Italian companies in 
the M&A arena. 
 
 
1.2 The M&A procedure 
In order to improve understanding of the potential complexity of the 
M&A phenomenon, at first it seems interesting to provide an overview 
of the usual procedure that companies should respect to undertake a 
business combination.  
In this regard, the operational process that companies face in order 
to conclude a business combination is complex and requires several 
specific steps. Particularly, the acquirer company should carry out the 
following three main steps: 
(i) selection of the target and its evaluation; 
(ii) determination of the acquisition price and related financing 
issues; 
(iii) closing of the transaction and transfer of established 
considerations. 
In the initial phase of the process, the acquirer should select the 
target company in the light of specific strategical objectives that it is 
pursuing, after an assessment of the competitive scenario. Actually, as 
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thoroughly illustrated in the next sections, the managerial decision to 
be involved in a business combination is due to manifold determinants 
and the pursuit of specific objectives influences the choice of the best 
target to acquire. It seems interesting to point out that, especially in 
this phase, as well as in the subsequent steps, managers of the acquirer 
could require the support of an M&A advisor in order to facilitate 
obtaining information about the potential target companies and thus 
evaluate the convenience of the transaction. In such a perspective, a 
study carried out in the European context underlines that the four main 
sources of acquisition targets are existing contact at the target 
company (40%), merchant bank (25%), international accounting firm 
(15%), or local accounting firm (8%) (Angwin, 2001).  
Afterwards, managers of the acquirer should contact the selected 
target company in order to present an offer and thus start negotiations. 
This phase usually leads to the preparation of a letter of intent or an 
informal agreement in which managers of the companies involved in 
the transaction express their intention to carry out a business 
combination and illustrate main conditions of their agreement. 
When the target company has been selected, managers of the 
acquirer should determine its value in order to establish the acquisition 
price and so formally agree to conclude the transaction.1  
                                                     
1
 On this topic see: Guatri L. (1998), “Trattato sulla valutazione delle aziende“, Egea, Milano; 




In this regard, managers of the acquirer usually carry out a due 
diligence procedure in order to go through the financial situation of the 
target. More specifically, “due diligence is intended to be an objective, 
independent examination of the acquisition target. Particularly, the 
main purpose of this examination consists in assessing financials, tax 
matters, asset valuation, operations, in the valuation of a business, and 
providing assurances to the lenders and advisors in the transaction as 
well as the managers of the acquirer” (Angwin, 2001).  
Thus, the due diligence procedure should achieve manifold 
objectives, according to the information need of acquirer’s 
management (Lebedow, 1999). Actually, increasing complexity in 
Merger and Acquisition attributes even more relevance to the quality 
and accuracy of a due diligence procedure, especially in reducing the 
transaction risk (Perry and Herd, 2004).  
In such a perspective, current challenges proposed by the global 
economic environment require a multilevel due diligence that behind 
financial issues is aimed at assessing also strategic and industry issues 
for the potential target (Caiazza and Volpe, 2015). As regards, an 
accurate and multilevel due diligence is increasingly required 
especially for cross-border Merger and Acquisitions where managers of 
the involved companies perceive the transaction as more risky than a 
deal with a domestic company. Actually, in cross-border business 
combinations, involved companies should pay attention to additional 
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features such as cultural and political issues, and the presence of 
differences in language, laws or accounting requirements (Angwin and 
Savill, 1997). 
However, following a due diligence procedure, managers of the 
acquirer company should own information they need in order to 
evaluate the target company and thus decide to prosecute or not 
negotiations towards the deal closing. Actually, managers of involved 
companies should reach an agreement and consistently they prepare a 
definitive acquisition agreement in which they establish the transaction 
terms. Particularly, managers should reach an agreement on the 
acquisition price, namely the total of considerations that the acquirer 
pays in order to obtain the control over the target. In this regard, it is 
worth recalling that there are several options as regards financing 
issues related to an acquisition. Actually, the acquirer company could 
decide to issue own shares (or alternatively repurchase own shares on 
the market), it could increase debt by selling bonds or borrowing 
money from banks, and it could use internally available cash. Each 
option presents specific pros and cons that will be thoroughly defined 
in the next sections. 
Afterwards, managers of the acquirer should present a report to the 
shareholders’ general meeting in order to obtain the approval of 
shareholders for closing of transactions. Additionally, whenever 
involved companies operate in particular industries (e.g. banks or 
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utilities) a specific approval from regulatory bodies is required in order 
to safeguard the interests of all stakeholders and the competitive 
equilibrium. 
Thus, following the approval of the proposed merger/acquisition 
plan, managers of the involved companies formally conclude the 
transaction. The last step concerns the transfer of established 
considerations that managers of the acquirer company can perform 
immediately or in subsequent period, according to the specific 
agreement. 
Overall, as presented above, the usual procedure established to 
undertake a business combination includes several steps and it could 
be very complex as well as cover a long period of time, especially for 
cross-border M&A that could be perceived as more risky and, as 
illustrated above, managers of the acquirer could require specific 
additional information on the selected target.  
The aforementioned procedure, indeed, underlines the relevance to 
accurately safeguard all stakeholders of involved companies since the 
decision to carry out a business combination could really affect their 
interests. 
The following picture (picture 1.1) summarises the usual timeline of 




Picture 1.1 Usual main steps in an M&A transaction. Source: Bassemir M., and Gebhardt G. 





1.3 M&A activity in the academic literature 
The procedure to be followed in order to undertake a business 
combination suggests the intrinsic complexity of these transactions.  
In such a perspective, the analysis of Merger and Acquisition activity 
has widely attracted the interest of academic research. Actually, so far 
many studies has explored multiple features related to the involvement 
of a company in a business combination and its consequences. 
Additionally, the analysis of these transactions could be carried out 
from multiple economic subfield since their multidisciplinary nature 
provides interesting issues also for research in microeconomic, 
corporate strategy, organisational and financial features (Cartwright 
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In such a scenario, academic studies on business combinations deal 
with manifold issues that could be categorized in two main research 
streams. Particularly, M&A transactions have been analysed under the 
economic and business perspectives. 
Focusing on the economic perspective, studies on M&A have been 
carried out in microeconomic field aiming at analysing the influence of 
M&A transactions in determining the market structure.  
On the other hand, studies on M&A activity grounded on the 
business perspective can be classified into 4 main categories: strategic 
management, organizational, financial, and accounting studies. 
At first, M&A represent a very interesting issue under the strategic 
perspective. Actually, the increasing global competition and the fast 
changing economic context force companies to pursue growth 
strategies, even if improving the size of the company is not an 
automatic signal of improved performances since increasing dimension 
should be properly managed.  
In such a perspective, it seems interesting to recall that growth 
strategies imply both internal and external growth patterns. 
Particularly, internal growth strategies could be achieved by a higher 
and different utilisation of company’s resources in order to strengthen 
and improve the existing competitive advantage. In this regard, this 
kind of growth strategy usually develops over relatively long periods 
and requires much effort. 
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Otherwise, the same strategic objectives could be reached through 
an external growth strategy, namely realized by implementing Merger 
and Acquisition transactions. From a theoretical point of view, the main 
objectives related to external growth strategies refer to the possibility 
to gain an immediate access to external markets, to achieve economies 
of scale, economies of scope (horizontal mergers) and saving costs 
through vertical integration (vertical mergers) since revenue 
enhancement is a more challenging objective to reach (Caiazza and 
Volpe, 2015).  
More specifically, implementing external growth strategies enables 
the acquirer company to gain strategic assets (such as brand names, 
licences, technology, and know-how) and thus to improve its 
competitiveness (Barkema and Vermeulen, 1998; Madhok, 1997). In 
this regard, it seems worth recalling that in cross-border transactions, 
managers of the acquirer company could be interested both in 
strengthen the competitive advantage in the destination country as 
well as in the home country (Schweiger et al., 1994).    
Additionally, acquisitions could be driven by governance motives 
since from a theoretical point of view they facilitate monitoring and 
controlling of acquired managers (Burkart et al., 1997; Shleifer and 
Vishny, 1986). 
Overall, strategic issues play a key role in determining the 
managerial decision to be involved in a business combination and it 
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seems important to underline that achieving the strategic objectives 
requires the success of the subsequent implementing phase. 
Actually, focusing on organizational perspective M&A studies mainly 
explore the integration process between involved companies. 
Particularly, in order to assure the success of the concluded 
transaction, involved companies have to face a usually complex 
integration process in which they aim at removing duplicate functions, 
increase technology features, amalgamate intellectual capital and 
implement economies of scale (Cartwright and Cooper, 1990; Weber, 
1996; Child et al., 2001) in order to be adequately merged and thus 
achieve expected synergies and shareholders wealth creation 
objectives.  
This process should be appropriately managed and requires the 
active participation of all actors involved, especially from human 
resources. Actually, it requires considerable efforts and whenever this 
process is not well structured it could determine negative 
consequences such as acculturative stress, implementation problems 
(Vermeulen and Barkema, 2001) and lower performances in the years 
following the transaction (Datta and Puia, 1995).  
Additionally, it seems worth recalling that this integration process is 
more challenging under the organisational perspective especially for 
cross-border M&A. In cross-border transactions, indeed, companies 
should face special problems related to cultural differences, language 
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issues, complexities of assessing economic and political framework in 
the destination country, different routines, business norms, regulatory 
environment, and tax issues (Angwin and Savill, 1997; Angwin, 2001) 
especially whenever the transaction involves companies of western 
regions and emerging countries.  
On the other hand, as regards financial issues, academic research 
identifies determinants and consequences of the decision to be 
involved in a business combination focusing on the financial structure 
of companies. Particularly, the decision to pursue growth strategy 
through Merger and Acquisition could be related to financial reasons 
such as the opportunity to facilitate the access to external finance. 
Actually, concluding a successfully business combination could 
improve the credit rating of involved companies and thus facilitate 
obtaining of financial resources from bank system, or other external 
sources. Additionally, private investors could be more inclined to 
provide financial resources to companies involved in profitable 
transactions.  
In this regard, financial studies underlines that capital structure of 
involved companies could influence specific transaction conditions, 
such as method of payment (Boone et al., 2014; Hansen, 1987; Carleton 
et al., 1983; Martin, 1996). Particularly, considering that multiple 
options are available in order to satisfy transaction considerations, 
some studies highlight that acquirer companies pay attention to 
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reaching a target capital structure and thus the proportion of 
considerations paid by cash is higher whenever the pre-acquisition 
leverage ratio is high as well (Harford et al., 2009). On the other hand, 
issuing shares or repurchase own shares in order to satisfy transaction 
considerations is a more attractive solution whenever company’s 
shares are overvalued by the market (Gugler et al., 2012). 
Finally, Merger and Acquisition transactions are investigated also by 
accounting literature. Particularly, these studies investigate the 
development of the accounting standards related to the recognition of 
business combinations, focusing on the determinants as well as 
consequences of specific accounting requirements. Additionally, many 
studies explore disclosure issues related to accounting for business 
combinations. 
Overall, this overview of main studies related to M&A activity 
confirms the multidisciplinary nature of this complex phenomenon and 
its relevance in business research.  
 
 
1.4 The M&A global market 
Previous studies analysing the M&A phenomenon usually provided a 
picture of its trend examining the specific linkage with macroeconomic 
scenario as well as equity market prices. Particularly, prior research 
agrees on identifying a particular pattern for these corporate 
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transactions, namely known as “merger waves” concurrent with major 
advances in share prices. 
In such a scenario, this section outlines main figures related to the 
conclusion of M&A transactions around the world in order to examine 
trends on the M&A global market and highlight the relevance of this 
phenomenon in influencing the competitive arena of companies.  
Particularly, it seems interesting to analyse general trends as well as 
classify results according to different business industries and 
geographical areas. In the next subsections I analyse these different 
issues with a special focus on figures of the last three decades2. 
 
1.4.1 General trends in M&A global market 
Overall, in the last three decades Merger and Acquisition activity 
showed a significant increase around the world as regards the number 
of deals as well as their amounts.  
In this regard, the picture 1.2 summarises results of M&A 
transactions carried out around the world over the period 1988-2014 
and analysed them in terms of number of concluded deals as well as 
their value expressed in USD billions. 
 
                                                     
2
 For an overview of merger waves occured before see Napolitano M.R. (2003), “La gestione dei 
processi di acquisizione e fusione di imprese“, Franco Angeli, Milano. 
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Picture 1.2 The M&A global market over the period 1988-2014. Source: KPMG Corporate Finance (2015), 
"M&A Report 2014", available on the Italian section of the KPMG official website: http://www.kpmg.com/it. 
 
Observing picture 1.2 it seems interesting to point out that the number 
and the value of completed transactions sharply increase over the 
period analysed with an increasing trend especially in the last 1990s 
and reaching two peaks respectively in 2000 and 2007.  
Actually, in 2000 and 2007 about 29.000 transactions were 
concluded for about 3.700 USD billions, concurrently with positive 
trend in share prices as well as an increase in the global GDP (KPMG, 
2010).  
In spite of this, picture 1.2 highlights that the number of closed 
business combinations decreases in the first 2000s and following 2008 
especially for transactions concluded in the European context (KPMG, 
2010). This trend confirms the idea that M&A transactions are largely 
affected by general trends in financial markets as well as 
macroeconomic conditions. Actually, the contraction in M&A activity 
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occurred in the first 2000s relates to contraction in financial markets 
due to the collapse of the new economy and the so-called “dot.com” 
companies. Additionally, the subsequent decline in global M&A market 
starting in 2008 occurred after the financial crisis and the subsequent 
sovereign debt crisis. 
In such a perspective, it seems interesting to point out the difference 
between the specific pattern for the number of concluded deals and 
their value. Actually, trends related to the number of concluded 
transactions and their value are very similar until 2007. On the other 
hand, the growth in volume of transactions observed over the period 
2007-2014 comes with a not proportional growth in their value since 
the number of M&A concluded is high as well, but the value of these 
transactions notably decreases. This difference in trends could be 
interpreted as a signal that transactions concluded in the last 8 years 
mainly involve small companies and, above all, they are affected by the 
increasing uncertainty occurred in the macroeconomic scenario 
because of financial and economic crisis.  
Nevertheless, since 2014 the Merger and Acquisition activity around 
the world recorded a sharp turnaround mainly related to the positive 
performance recorded by U.S. companies (with their best results 
obtained since the beginning of 2008), and the increasing results 
obtained in the Asian context (KPMG, 2015). Additionally, this trend 
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seems to be confirmed also for transactions concluded in the first half 
of 2015. 
Overall, the analysis of trend in global M&A activity presented above 
provides evidence for the presence of “merger waves” and for the 
strong linkage between managerial investment decision and optimism 
in financial markets (Gugler et al., 2012). Actually, managers aim at 
undertaking wealth-generating business combinations, because of their 
reputational and personal benefits, and in such a perspective they 
should be encouraged to engage in this kind of transactions whenever 
share prices improve since financial markets judge Merger and 
Acquisition more favourably especially during periods of over-
optimism.  
In such a scenario, along the lines of the global M&A activity, also 
focusing on Italian companies it seems possible to highlight a similar 
trend as regards value of transactions, as illustrated in the following 
picture (picture 1.3). In spite of this, the number of concluded 




Picture 1.3 The M&A market for Italian companies over the period 1988-2014. Source: KPMG Corporate 




Merger and Acquisition activity in Italy confirms the presence of 
“merger waves”. Particularly, Italian companies recorded a sharp 
growth in business combinations during the 1980s followed by a huge 
decrease in the early 1990s mainly due to Italian currency uncertainty. 
Afterwards, M&A activity shows a turnaround supported by many 
privatizations occurred during 1990s. In this regard, it seems worth 
underline that Italian M&A market has been mainly driven by 
transactions concluded between domestic companies, especially for 
reorganising of small and medium companies, but about 40% of the 
total transactions recorded over the period 1988-2014 are cross-
border deals. (KPMG, 2010)   
Overall, observing data analysed in picture 1.3 it seems interesting to 
underline that for Italian companies the trend in value of transactions 
is consistent to the general market one, with two peaks respectively in 
1999 and 2007.  
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On the other hand, the number of deals in which Italian companies 
are involved does not present the same upward trend observed before. 
Actually, over the period 1988-2014 the number of transactions 
remains quite similar (about 600 transactions) with a sharp decrease 
especially in 2009. This trend underlines that the main negative 
influence on M&A activity in Italy is due to the financial crisis and the 
subsequent sovereign debt crisis that adversely affected the confidence 
of financial markets towards credibility of Italian setting and its 
stability.  
Nevertheless, consistently with the situation in the global market, an 
increasing pattern in M&A started since 2010 with a relevant growth in 
2014, especially for the number of concluded deals and the large 
number of transactions involving small-medium-sized companies. 
Actually, although macroeconomic difficulties are still present in the 
European and Italian context affecting investor confidence, large 
international investors show a huge interest towards Italian companies 
reflected by many Italian companies that engage in growth strategies 
through external acquisitions (KPMG, 2015).  
Results presented so far refer to the general trend of M&A activity 
over several years, whereas in order to strengthen understanding of 
this phenomenon it seems interesting to go through these data paying 




1.4.2 Industry and geographical analysis of M&A global market 
Results related to M&A activity could be analysed focusing on the 
industry or the geographical area of companies involved in the 
transactions. Actually, analysing “merger waves” it seems interesting to 
point out that companies pursue growth strategies through M&A more 
frequently in specific industries or countries, even if an absolute 
pattern cannot be developed.   
As regards the industry effect, a study carried out by KPMG analyses 
M&A activity in the world considering the industry of the target. 
Particularly, KPMG identifies and analyses 6 industry groups, namely 
Information, Communication & Entertainment, Consumer Market, 
Energy & Utilities, Industrial Markets, Financial Services, and Support 
Services & Infrastructure.  
Results suggest that in 2014 companies of Consumer Market 
concluded the great number of transactions, whereas companies 
classified as Information, Communication & Entertainment closed the 
most valued transactions. Additionally, the study highlights the scarce 
relevance of deals concluded by companies in the Industrial Markets 
and Financial Services (KPMG, 2015). The following picture (picture 
1.4) summarises these findings for each industry in terms of % on the 
total value of transactions concluded in the years 2013 and 2014. 
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Picture 1.4 Global M&A activity analysed by industry of the target. Source: KPMG 
Corporate Finance (2015), "M&A Report 2014", available on the Italian section of the KPMG 
official website: http://www.kpmg.com/it. 
 








As regards the country effect, the same analysis underlines the 
dominance of transactions concluded by U.S. companies. More 
specifically, the KPMG study underlines that in 2014 the highest 
number of transactions was concluded in the European context, 
whereas as regards their value, business combinations involving U.S. 
companies recorded the highest result (KPMG, 2015). This finding is 
consistent with figures presented above, since European companies are 
negatively influenced by weakness in the Eurozone economy, the credit 
crunch situation affecting financing issues, and more generally the 
macroeconomic situation affecting investors’ confidence. Actually, 
these features are consistent with recording of deals for lower values.  
In spite of this, it seems interesting to point out the role of emerging 
economies in the global competitive arena. Actually, emerging 
countries known with the acronym BRIC (Brasil, Russia, India, China) 
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are growing their relevance in terms of involvement in Merger and 
Acquisition activity. Particularly, the interests towards companies 
operating in emerging countries developed since the beginning of 
1990s, especially as potential market for products of European 
companies. Thus, companies operating in emerging economies were 
usually considered as target in cross-border transactions concluded 
with European companies, whereas in the last years they increased 
their presence also as acquirer in cross-border M&A underlining their 
increasing relevance in the global acquisition process (KPMG, 2015; 




As illustrated in this first chapter, the Merger and Acquisition 
phenomenon could represent an important issue in determining the 
success of company’s strategic objectives, enhancing its growth pattern 
and expectations on its future performances. On the other hand, 
concluding these transactions implies also several efforts for involved 
companies, especially in order to completely and adequately integrate 
two different entities. Additionally, it could imply relevant 




In this regard, information provided in this chapter highlights the 
relevance of this topic in influencing the business life cycle and so 
requiring further studies on business combinations. Actually, figures 
analysed underline the pervasiveness of these transactions from an 
international perspective. This suggests the opportunity to carry out an 
analysis devoted to examine the phenomenon of business 
combinations.  
Particularly, it seems interesting to strengthen academic research on 
accounting issues since they could influence managers’ decisions in all 
steps of the acquisition procedure. More specifically, also accounting 
issues play a primary role in influencing M&A decisions by affecting 
information conveyed to investors and other stakeholders as well as 
future performances of the companies involved in M&A transactions. 
Particularly, establishing the use of different accounting methods 
standard setters can affect the whole process of selection, valuation, 




ACCOUNTING FOR BUSINESS COMBINATIONS 
  
2.1  Introduction 
Accounting issues potentially play a key role in influencing 
managers’ decisions on M&A activity. More specifically, accounting 
rules on accounting for business combinations can affect all steps of the 
acquisition process (Baker et al., 2010) influencing information 
conveyed to the market on the quality of the transaction concluded as 
well as future performances of the acquirer (Pozza, 2005).   
In this regard, it is worth recalling that divergences across and 
within jurisdictions in accounting for business combinations could 
negatively influence the information content of the transaction 
affecting the comparability and, thus, the usefulness of information 
conveyed for investors. Actually, according to the IASB “the primary 
users of general purpose financial reporting are present and potential 
investors, lenders and other creditors, who use that information to 
make decisions about buying, selling or holding equity or debt 
instruments and providing or settling loans or other forms of credit”, as 
indicated in the paragraph F OB2 of the IFRS Conceptual Framework 
(IASB, 2010). This principle suggests that according to the standard 
setter the main goal of financial reporting is to usefully support the 
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investors’ decision-making process and, thus, the main purpose of the 
IASB is to satisfactorily address investors’ needs by providing useful 
information as well as improving comparability of accounting 
information across companies.  
In such a perspective, pressure towards greater financial reporting 
comparability arises from the increasing internationalization of 
business, and the worldwide integration of the financial markets 
(Hopwood, 1994). As underlined by Johson and Petrone (1998), “the 
growing globalization of capital markets is reducing the tolerance for 
continued differences in accounting standards, especially for business 
combinations”. Cross border M&A, indeed, arise frequently especially 
in the last decades, and so the demand for a common set of rules 
increases even more in order to assure homogeneity in financial 
reporting and disclosure of business combinations.  
Thus, a convergence project has been undertaken in order to assure 
a common legislation on accounting for business combinations. This 
convergence project is part of a broader convergence objective 
between the International Accounting Standards Board (IASB) and the 
Financial Accounting Standards Board (FASB) started in September 
2002 and aimed at improving the quality of financial reporting around 
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the world as well as providing more comparable and useful 
information for investors’ decision-making process.1 
In such a scenario, the IASB carries on the work previously 
undertaken by its predecessor, the International Accounting Standards 
Committee (IASC), in order to eliminate differences across jurisdictions 
on accounting for business combinations. The convergence objective 
proceeds across two parallel dimensions. At first, differences within the 
European context have been eliminated following the IAS/IFRS 
mandatory adoption. Heterogeneous national GAAPs, indeed, have 
been replaced by a common set of rules (IAS/IFRS) in order to enhance 
accounting standardization and assure a homogeneous accounting 
treatment of business combinations among major European countries. 
Afterwards, in 2001 the IASB took over from the IASC and added the 
convergence project on business combinations to its agenda starting 
cooperation with the FASB in order to improve the quality of 
accounting for business combinations as well seek an international 
convergence on this topic. 
                                                     
1
 On the global accounting convergence see: Wagenhofer A. (2013), “Global Convergence of 
Accounting Standards“, In: van Mourik C. and Walton P. (eds.) “The Routledge Companion to 
Accounting, Reporting and Regulation“, Part III: (International) Accounting Standard Setting and 
Regulation, p. 246-264, Routledge, London; Zeff S.A. (2007), “Some obstacles to global financial 
reporting comparability and convergence at a high level of quality”, The British Accounting 
Review, 39(4), p. 290-302; Schipper K. (2005), “The Introduction of International Accounting 
Standards in Europe: Implications for International Convergence”, European Accounting Review, 
14(1), p. 101-126; Hail L., Leuz C., and Wysocki P. (2010a), “Global Accounting Convergence 
and the Potential Adoption of IFRS by the U.S. (Part I): Conceptual Underpinnings and Economic 
Analysis”, Accounting Horizons, 24(3), p.355-394; Hail L., Leuz C., and Wysocki P. (2010b), 
“Global Accounting Convergence and the Potential Adoption of IFRS by the U.S. (Part II): 
Political Factors and Future Scenarios for U.S. Accounting Standards”, Accounting Horizons, 
24(4), p. 567-588. 
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In such a scenario, the development in accounting for business 
combinations has widely attracted the interest of academic accounting 
research since “the method of accounting for corporate combinations is 
one of the most controversial topics in financial accounting literature” 
(Ayers et al., 2002). Nevertheless, results of previous academic 
literature need to be interpreted in the light of accounting 
requirements and their development.  
Therefore, based on these arguments, next sections review the 
development of the accounting rules on business combinations. 
Particularly, at first I provide an overview of the most important 
requirements established respectively by the FASB and the IASB on 
accounting for business combination and their implications, 
highlighting the convergence trend as well as remaining differences 
between the two accounting regimes. Afterwards, I highlight and 
critically discuss the main results of previous accounting studies on 
accounting for business combinations, bringing out the avenue for 
future research on this topic. 
 
 
2.2 Accounting for business combinations under U.S. GAAPs 
Since the development of the accounting regulation on business 
combinations under the IAS/IFRS regime is strictly connected with the 
equivalent U.S. standards, at first I provide an overview of the main 
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steps in the evolution of accounting requirements on business 
combinations in the U.S. context. 
Under the U.S. GAAPs, regulation on accounting for business 
combinations is firstly established by Accounting Principles Board 
opinion (APB) n° 16 “Business Combinations” issued in 1970 and 
effective for business combinations initiated after the 30th October 
1970.  
Particularly, APB 16 states that “a business combination occurs 
when a corporation and one or more incorporated or unincorporated 
businesses are brought together into one accounting entity” (APB 16, 
paragraph 1). Consistently with this definition, it further establishes 
that business combinations can be accounted for applying two different 
methods, namely the pooling-of-interests method and the purchase 
method.  
The implementation of the purchase method implies the business 
combination is recognized as the acquisition of one entity by another. 
Particularly, the acquirer has to account for acquired assets and 
liabilities at their fair value and any difference between the cost of the 
acquisition and net fair value of the target has to be recognized as 
goodwill.  
On the other hand, under the pooling-of-interests method the target 
and the acquirer assets and liabilities are recognized at their book 
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value in the consolidated financial statements and, consistently, 
goodwill amount does not arise.  
The choice between the two methods is not arbitrary since the 
application of the pooling-of-interests method is conditional upon the 
respect of twelve specific criteria established by APB 162. Actually, it 
seems interesting to point out that accounting consequences of the 
aforementioned methods are very different, especially as regards their 
effects on economic performances of the acquirer in the years following 
the acquisition. According to the purchase method, indeed, the acquirer 
recognizes a goodwill amount in the consolidated financial statement 
and profits in the years following the acquisition are affected by costs 
mainly related to goodwill amortization. In spite of this, in business 
combinations accounted for adopting the pooling-of-interests method 
goodwill is not recognized in the balance sheet and so economic results 
of subsequent years are not influenced by additional amortization 
charges.  
The different accounting consequences of the two methods could 
incentive the adoption of the pooling-of-interests method in order to 
improve the economic performances in the years following the 
acquisition, thus influencing managers’ behaviour in structuring the 
                                                     
2
 The application of the pooling-of-interests method is allowed only for the business combinations 
that meet all twelve criteria established in paragraphs 46-48 of APB n.16. Particularly, these 
criteria are classified by (i) attributes of the combining companies, such as the independence of the 
companies involved in the transaction; (ii) manner of combining interests; and (iii) absence of 
planned transactions, such as share repurchases or significant asset disposals following the 
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acquisition process. Actually, in the U.S. context a long debate arises in 
order to evaluate the opportunity to maintain two methods available to 
accounting for business combinations, since many concerns on current 
regulation have been expressed by academics, practitioners, and 
politicians as well (Beresford, 2001). Thus, the FASB decides to include 
a business combination project into its agenda in 1996 and started 
cooperation with other national standard setters aimed at establishing 
a homogeneous method to account for business combinations. 
Following this project, a first Exposure Draft is issued in 1999 
proposing the abolition of the pooling-of-interests method.  
Consistently, in June 2001 the FASB issues SFAS 141-“Business 
Combinations” that is effective for all business combinations initiated 
after the 30th June 2001. The issue of the new standard aims at 
achieving a higher transparency level on reporting and accounting for 
business combinations, introducing more demanding disclosure 
requirements (DeMark, 2002).  
In such a scenario, this new standards is a turning point in 
accounting regulation for business combinations since it establishes 
that all business combinations have to be accounted for applying the 
purchase method. Accordingly, the FASB modifies also requirements on 
accounting for goodwill arising from the business combination, 
introducing SFAS 142 establishing the abolition of the systematic 
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amortization of goodwill that is replaced by the impairment test 
approach. 
Afterwards, the convergence project with the IASB started and 
consistently the U.S. standard setter revises some requirements on 
accounting for business combinations.  
In such a perspective, in December 2007 the FASB issues a revised 
version of SFAS 141. The most relevant innovation introduced with the 
revised version of SFAS 141 is associated with the mandatory adoption 
of the full-goodwill option that affects the recognition of the goodwill 
amount in the consolidated financial statement of the acquirer. 
Actually, according the full-goodwill option the whole goodwill of the 
target is recognized in the consolidated financial statement of the 
acquirer requiring the evaluation of minority interests at their fair 
value. This is still a remaining difference between FASB and IASB 
regimes, as thoroughly explained in the next sections.  
Before introducing requirements established by the IASB on 
accounting for business combinations, the following picture (picture 
2.1) summarizes the main steps of the evolution of the accounting 







Picture 2.1 Main steps of the accounting regulation on business combinations under the U.S. 












2.3 Accounting for business combinations under the 
IAS/IFRS regime 
Shifting the attention to the IAS/IFRS regime, the first accounting 
regulation on business combinations in the European context is 
provided by IAS 22 “Accounting for Business Combinations” issued in 
1983, and subsequently revised in 1993 and 1998. Accordingly, the 
Standard Interpretation Committee (SIC) issued three official 
interpretations related to IAS 22:  
(i) SIC 9 “Business Combinations-Classification either as Acquisitions 
or Uniting of Interests”;  
(ii) SIC 22 “Business Combinations-Subsequent Adjustment of Fair 
Values and Goodwill Initially Reported”; and  
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(iii) SIC 28 “Business Combinations-Date of Exchange and Fair Value of 
Equity Instruments”. 
Afterwards, along the lines of the standards evolution in the U.S. 
context, the IASB sets up a two-phase project starting in 2001 and 
aimed at collaborating with the FASB in order to eliminate differences 
in accounting for business combinations between the two jurisdictions. 
The first short-term phase of the project aims mainly at reviewing 
the method of accounting for business combinations as well as 
accounting for goodwill and intangible assets acquired in a business 
combination. Particularly, this first stage aims at eliminating the 
pooling-of-interests method and goodwill amortization. Consistently, 
the first phase concluded in 2004 when the IASB issued IFRS 3 – 
“Business Combinations” effective for all business combinations in 
which the agreement date is on or after the 31st March 2004. This 
standard replaces IAS 22 and its three related interpretations issued by 
the SIC. 
The second phase of the project is undertaken since 2004 and aims 
at investigating more in depth some specific procedures related to the 
application of the purchase method and it addresses particular aspects 
of business combination activity for which there was no guidance. This 
second stage of the project concluded in January 2008 when the IASB 
released the revised version of IFRS 3 – “Business Combinations”, 
effective for business combinations for which the acquisition date 
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occurs in an entity's first annual period beginning on or after the 1st 
July 2009. 
In such a scenario, it seems interesting to provide an overview of the 
evolution over time of this convergence project in order to highlight the 
main achievements as well as goals that still need to be reached. 
Thus, in the next sections I analytically review the requirements 
established by the IASB in order to account for a business combination. 
As regards, in picture 2.2 I provide a synthesis of the milestones project 





Picture 2.2 Main steps of the accounting regulation on business combinations under 
the IAS/IFRS regime. Source: own elaboration. 
 
2.3.1 IAS 22 
The first version of IAS 22-“Accounting for Business Combinations” 
issued in 1983, has been subsequently revised by the IASC in 1993 and 
in 1998.   
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In this subsection, I specifically analyse the accounting requirements 
of the revised version of IAS 22 issued in 1998 since this is the last 
version of this standard, adopted by the IASB in 2001 and gradually 
applied in the European context following IAS adoption.  
Along the lines of the business combination definition provided by 
the equivalent U.S. standard, IAS 22 defines business combinations “as  
the bringing together of separate enterprises into one economic entity 
as a result of one enterprise uniting with or obtaining control over the 
net assets and operations of another enterprise” (paragraph 8, IAS 22). 
Thus, the standard classifies as business combinations both the 
circumstances in which two entities combine their interests and create 
a new entity and the situation in which an entity acquires another 
entity.   
Moreover, consistently with this definition and the previous 
accounting regulation in the U.S. context, IAS 22 establishes two 
different accounting treatments for business combinations: the 
pooling-of-interests and the purchase method. The choice between the 
two aforementioned methods is not arbitrary, but the standard 
accurately specifies the criteria to apply for either the methods. 
The purchase method has to be applied for business combinations 
classified as acquisitions. Particularly, according to the standard 
definitions, an acquisition occurs whenever one entity (the acquirer) 
obtains the control over the net assets and operation of another entity 
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(the target) paying for assets, incurring in liabilities or issuing shares. 
Thus, the main criterion in order to classify a business combination as 
an acquisition, and so apply for the purchase method, is the 
identification of an acquirer in the transaction.3  
All business combinations classified as acquisitions have to be 
accounted for adopting the purchase method. In a nutshell, according 
to the purchase method the acquirer has to account for a business 
combination considering its acquisition cost assumed as the amount of 
cash or cash equivalent paid for the acquisition and the fair value of 
considerations paid to obtain the control, including all acquisition costs 
directly attributable to the transaction. Afterwards, the acquirer shall 
allocate the purchase price to the identifiable assets, liabilities, and 
contingent liabilities of the target company. In such a perspective, the 
standard specifies that the acquirer separately accounts for the assets 
and liabilities of the target whether their fair value can be reliably 
measured and whether any associated future economic benefit will 
probably flow to or from the acquirer. Thus, the acquirer has to 
measure the net assets of the target it identified and, in this regard, IAS 
22 establishes the following two alternative methods (paragraphs 32-
35):  
                                                     
3
 Paragraph 10 of IAS 22 establishes the criteria to identify the acquirer of the transaction. 
Particularly, according to this standard the entity acquiring the absolute majority of voting rights 
into the general shareholder meeting of the target has to be identified as acquirer. Alternatively, an 
entity meets the definition of acquirer whenever it obtains the absolute majority of voting rights 
into the general shareholder meeting through shareholders’ agreement, or it obtains the power to 
influence the financial and operating policies of the other entity, or it obtains the power to appoint 
or remove the majority of members in the board of directors of the other entity.   
46 
 
(i) the acquirer accounts for the fair value at the acquisition date of 
the target net assets in proportion to its equity interests in the target 
following the acquisition whereas it evaluates the non-controlling 
interests making reference to the book values of the target net assets 
before the acquisition; 
(ii) the acquirer accounts for the fair value at the acquisition date of 
the target net assets in proportion to its equity interests in the target 
following the acquisition and it evaluates the non-controlling 
interests making reference to the fair value of the target net assets as 
well.4 
As regards, it seems interesting to point out that the former method 
is the benchmark treatment according to IAS 22, whereas the latter is 
an alternative method allowed by the standard. 
Following the requirements of IAS 22, the difference between the 
acquisition cost and the net assets acquired measured as mentioned 
above has to be accounted for as goodwill. Consistently, the standard 
states that the goodwill shall be recognized in the consolidated 
financial statement as an asset and it shall be amortized on a straight-
line basis paying attention to its useful life, assumed no longer than 20 
years. Otherwise, whenever the net assets exceeds the acquisition costs 
a bargain purchase occurs and, consistently, the acquirer immediately 
recognizes a negative goodwill as income in the income statement only 
                                                     
4
 Paragraph n° 39 of IAS 22 revised in 1998 establishes the criteria to determine the fair value for 
specific categories of identifiable assets and liabilities.  
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if it is associated with expected future losses and expenses identified in 
the acquirer's acquisition plan and that cannot be accounted for as 
liabilities.  
The pooling-of-interests method, on the other hand, has to be 
adopted for business combinations classified as uniting of interests, 
namely a business combination in which the identification of an 
acquirer is not possible since both combining entities obtain the 
control over their net assets and operations to share the risks and the 
economic benefits arising from the resulting entity. Thus, the standard 
setter requires that assets and liabilities of the combining entities are 
recognized at their book values. The rationale for this is as follows.  In a 
uniting of interests both entities involved in the transaction should 
continue to share previous risks and benefits and so they should not 
account for significant modification from book values.  
Additionally, a major feature related to the implementation of the 
pooling-of-interests method lies in the missed recognition of goodwill 
since any difference between share capital increase plus considerations 
paid and the share capital acquired should be adjusted against equity. 
Moreover, acquisition costs directly attributable to the transaction 
shall be expensed in the income statement. 
Therefore, according to IAS 22 requirements business combinations 
include two categories, namely acquisitions and uniting of interests, 
and the standard provides two different accounting treatments for 
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them. As regards, it seems worth noting that the implementation of the 
two accounting methods leads to different accounting consequences, 
especially for years following the business combinations. Actually, the 
missed recognition of goodwill enables future income statements to be 
not affected by its amortization charges.  
Consistently with U.S. decisions, many claim on the opportunity to 
maintain two available methods, since their different accounting 
consequences could potentially enhance managerial opportunistic 
behaviour and adversely affect financial statements comparability. 
Thus, following the issue of SFAS 141, a considerable number of 
practitioners and academics from Europe and Australia ask the IASB to 
adjust requirements on accounting for business combinations 
complying with modifications introduced by the FASB. These requests 
have been accepted by the IASB that started a two-phase project on this 
topic leading at first to the issue of IFRS 3 in 2004, and afterwards to its 
revised version in 2008.  
   
2.3.2 IFRS 3 (2004) 
In March 2004 the IASB issues the IFRS 3 – “Business Combinations” 
aiming at regulating business combinations in which the agreement 
date occurs on or after the 31st March 2004. This standard replaces IAS 




At first, it seems interesting to point out the scope of this standard. 
Actually, the first version of IFRS 3 provides rules on accounting for all 
business combinations except for business combinations:  
(i) aimed at establishing a joint venture;  
(ii) of entities under common control5;  
(iii) of entities with a mutualistic purpose; 
(iv) of entities that create a business combination through an 
agreement without any interest in share capital.   
In such a perspective, the scope of the new standard is more 
narrowed than the scope of IAS 22.  
The most important innovation due to the issue of IFRS 3 relates to 
the elimination of the pooling-of-interests method. According to the 
paragraph n°14, indeed, all business combinations have be to be 
accounted for using the purchase method. Additionally, changes occur 
as regards the initial measurement of identifiable assets and liabilities, 
the recognition of liabilities for terminating or reducing the activities of 
the target, and the accounting for a bargain purchase. 
The elimination of the pooling-of-interests method is a direct 
consequence of the revised definition of business combinations 
included in IFRS 3. Actually, the new standard provides a more general 
definition of business combination, eliminating the previous 
                                                     
5
 The standard defines a business combination involving entities or businesses under common 
control as “a business combination in which all of the combining entities or businesses are 
ultimately controlled by the same party or parties both before and after the business combination, 
and that control is not transitory” (Appendix A, IFRS 3). 
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classification between acquisitions and uniting of interests. According 
to the IFRS 3, a business combination occurs “whenever two or more 
entities create a new entity for which financial reporting is mandatory” 
(paragraph 4).  
In such a perspective, it seems worth highlighting that the definition 
of business combination and, thus, the scope of IFRS 3 confirm the 
application of the prevalence of the economic substance over form 
principle. Actually, the standard does not pay attention to the legal 
form of the transaction, whereas it focuses on the resulting entity that 
has to be subject to financial reporting requirements. Additionally, the 
standard does not consider the non-recurrence of the transaction in 
order to identify a business combination. As regards, transformation 
and liquidation events are implicitly excluded from the definition of 
business combinations, and thus the application of IFRS 3, also if they 
represent extraordinary corporate events. (Rizzato, 2008) 
Consistently with the definition of business combination, IFRS 3 
establishes that only the purchase method can be applied to account for 
a business combination. Particularly, this method contemplates the 
three following phases:  
(i) identification of the acquirer;  
(ii) determination of the acquisition cost; 




As regards the first phase, namely the identification of the acquirer, 
IFRS 3 states that in all business combinations an acquirer shall be 
identified. Usually, the acquirer is the entity obtaining the control over 
the net assets and operation of another entity (the target)6 and in such 
a perspective, the new standard does not differ from previous 
requirements of IAS 22.   
Afterwards, the acquirer as identified according to the 
aforementioned criteria shall determine the acquisition cost. 
Particularly, the acquisition cost is assumed as the sum of the fair 
values at the acquisition date of the assets, liabilities, and the shares 
issued to obtain the control. Additionally, all costs directly attributable 
to the acquisition have to be included in the acquisition cost.  
Finally, the acquirer shall allocate the purchase price to the 
identifiable assets, liabilities, and contingent liabilities of the target 
company. Overall, consistently with requirements of IAS 22, IFRS 3 
states that identifiable assets and liabilities of the target shall be 
separately recognized whenever their fair value can be reliably 
measured and whether any associated future economic benefit will 
probably flow to or from the acquirer. In spite of this, the standard 
specifies that intangible assets and contingent liabilities shall be 
separately recognized whenever their fair value can be reliably 
                                                     
6
 Paragraph 19-20 of IFRS 3 identifies the criteria according to which an entity obtains the control 
of another entity and, thus, to identify the acquirer of the business combination. These criteria are 
exactly the same previously established by the IAS 22.  
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determined. This new requirement, dedicated to these specific items, 
signals the intention of the standard setter to boost the separate 
recognition of intangibles7 emerging in a business combination, rather 
than their inclusion in the goodwill arising from the acquisition. Thus, 
the standard setter aims at improving the quality and accuracy of 
information conveyed to investors seeking to avoid that these 
resources would be subsumed into goodwill.  
Additionally, IFRS 3 introduces an innovation as regards 
measurements of identifiable assets and liabilities. Actually, IAS 22 
provides the opportunity to choose between two methods, indicating 
as the benchmark one the method according to which minority 
interests make reference to the book values in the target company. In 
spite of this, according to IFRS 3 requirements only the alternative 
method survives since minority interests are measured referring to the 
fair values of the net assets of the target (paragraph 40, IFRS 3). 
Along the lines of IAS 22 requirements, following the 
implementation of the purchase method the difference between the 
acquisition cost and the net assets acquired measured as mentioned 
above has to be accounted for as goodwill. Nevertheless, according to 
IFRS 3 the goodwill arising from the business combination has to be 
recognized as an asset in the balance sheet, but its amortization is 
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 However, identifiable intangibles assets need to meet the definition of asset provided by IAS 38 - 
“Intangible Assets“. Particularly, an asset is a resource that is controlled by the entity as a result of 
past events and from which future economic benefits are expected, and in such a perspective an 




replaced by the impairment test. Actually, following the issue of IFRS 3, 
the IASB issues IAS 36 – “Impairment of Assets” that provides rule on 
impairment test approach establishing that goodwill and other 
intangible assets with indefinite useful life have to be subjected to 
impairment test at least annually and whenever a cause of impairment 
occurs.  
In such a scenario, the elimination of goodwill amortization on a 
regular basis as well as the elimination of the pooling-of-interests 
method are the most significant innovations introduced by IFRS 3 as a 
result of the first phase of the IASB project on accounting for business 
combinations.  
Additionally, also modifications on the recognition of bargain 
purchases are included in the version of IFRS 3 issued in 2004. 
Actually, whenever a bargain purchase occurs the acquirer at first shall 
determine again the fair value of net assets acquired as well as the 
acquisition cost and just in case a bargain purchase still exists a 
negative goodwill has to be accounted for as income in the income 
statement. Thus, the criterion related to the association with future 
losses and expenses is eliminated and accounting for a bargain 
purchase is simplified.  
Summarizing, this overview of IFRS 3 requirements provide 
evidence of the intention of the standard setter of achieving the 
simplification of the accounting regulation on business combinations 
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mainly through the elimination of a double accounting method, 
establishing a unique method to measure non-controlling interests, and 
simplifying accounting for bargain purchase.    
Overall, the issue of IFRS 3 significantly modifies accounting for 
business combinations under the IAS/IFRS regime, contributing to 
harmonization with equivalent U.S. standards. Nevertheless, some 
differences as regards the implementation of the purchase method still 
exist and so the second phase of the IASB project is devoted to their 
elimination. The second phase leads to the issue of a revised version of 
IFRS 3 in 2008, thoroughly examined in the next subsection. 
 
2.3.3 IFRS 3 (2008) and its major amendments  
In January 2008 the IASB issues a revised version of IFRS 3 – 
“Business Combinations”, effective for business combinations for which 
the acquisition date occurs in an entity's first annual period beginning 
on or after the 1st July 2009. 
At first, the revised version of IFRS 3 partially expands the scope of 
the standards since it includes again the business combinations of 
entities with mutualistic purpose as well as of entities that create a 
business combination through an agreement without any interest in 
share capital.  
Nevertheless, in order to identify a business combination the 
standard setter specifies that the target company needs to meet the 
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definition of business, namely “an integrated set of activities and assets 
that is capable of being conducted and managed for the purpose of 
providing a return in the form of dividends, lower costs or other 
economic benefits directly to investors or other owners, members or 
participants” (Appendix A, IFRS 3 R). Otherwise, a business 
combination does not occur and consistently the transaction has to be 
accounted for as an asset acquisition and goodwill does not arise.  
In such a perspective, the definition of business combination 
provided by the new version of the standard is less general of the 
previous one. Particularly, the new IFRS 3 stresses on the notion of 
control since it defines a business combination as every transaction 
according to which an entity (acquirer) obtains the control over 
another entity (target). As regards, it is worth recalling that the notion 
of control in the IFRS 3 Revised is the same presented in the previous 
version and in IAS 22. 
Focusing on the accounting treatment of business combinations 
defined as above, consistently with the previous version of the 
standard, IFRS 3 Revised establishes that all business combinations 
shall be accounted for applying the acquisition method, namely the 
revised version of the purchase method. Thus, the standard setter 
confirms the idea that all business combinations, regardless their 




Overall, the acquisition method established by IFRS 3 Revised 
implies four main phases: 
(i) identification of the acquirer; 
(ii) identification of the acquisition date; 
(iii) measurement of identifiable assets and liabilities of the target, 
and measurement of non-controlling interests; 
(iv) recognition of the goodwill or a gain from  a bargain purchase.  
As regards the first phase, the acquisition method considers all 
business combinations as the acquisition of an entity and consistently it 
establishes the criteria to identify the acquirer of the transaction. In 
this regard, no differences occur with the previous version of the 
standard.  
On the other hand, the new standard underlines the relevance of the 
determination of the acquisition date considering it as a key step of the 
acquisition process. Particularly, it states that the acquisition date is 
the date in which the acquirer obtains the actual control over the 
target, and it could be earlier or later the closing date. Actually, in order 
to determine the acquisition date the standard does not pay attention 
to the date of the agreement between the two entities or alternatively 
the date in which the acquirer pays for considerations, whereas the 
only relevant date for application of IFRS 3 concerns the achievement 
of the control over the target. 
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The identification of the acquisition date is a significant issue 
especially for the subsequent phase of the acquisition process. Actually, 
the acquirer shall measure identifiable assets and liabilities at their fair 
values determined at the acquisition date. 
In such a perspective, at first the standard establishes the criteria to 
allow the separate recognition of identifiable assets and liabilities. 
Particularly, paragraph 11 specifies that assets and liabilities shall meet 
the definition of assets and liabilities provided by the Framework for 
Preparation and Presentation of Financial Statements8 in order to be 
separately recognized in a business combination. Moreover, assets 
acquired and liabilities assumed must be the result of the business 
combination transaction rather than separate transactions. 
According to the aforementioned requirements, it is possible that the 
acquirer would recognise assets and liabilities that the target had not 
previously recognised in its financial statements, especially for 
intangible assets. Thus, criteria established by IFRS 3 Revised aim at 
improving the separate identification and the recognition of assets 
acquired and liabilities assumed in a business combination, especially 
in order to avoid their subsuming into a more generic goodwill and so 
                                                     
8
 As regards, the Framework for Preparation and Presentation of Financial Statements has been 
replaced by the Conceptual Framework for Financial Reporting issued in 2010. Nevetherless, both 
documents provide the same definition of assets and liabilities. Particulalrly, an asset is defines as 
a resource controlled by the entity as a result of past events and from which future economic 
benefits are expected to arise for the entity. Similarly, a liability is a a present obligation of the 
entity due to past events and for wich an outflow of resources from the entity is expected. 
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provide more detailed information for investors and other 
stakeholders. 
The third phase of the acquisition method includes also the 
measurement of non-controlling interests. Actually, whenever the 
proportion of shares acquired in a business combination is lower to 
100% the problem to evaluate non-controlling interests arises. As 
explained above, in the previous versions of the standard there was a 
trend towards a simplification of their measurement. In spite of this, 
IFRS 3 Revised reintroduced two alternative methods for measuring of 
non-controlling interests. Particularly, paragraph 19 establishes that 
for each business combination, the acquirer measures non-controlling 
interests at their fair value or alternatively according to their 
proportionate interests in the identifiable net assets of the target. 
Additionally, it seems worth noting that the decision to accounting for 
non-controlling interests according to the two method described above 
could be different for each business combination concluded by the 
acquirer, also whether different business combinations occur in the 
same year.  
Thus, the Revised version of IFRS 3 introduces the opportunity to 
evaluate the non-controlling interests paying attention to their fair 
value. This represent the most relevant modification due to the issue of 
IFRS 3 Revised since it enables the acquirer to gross up the goodwill 
amount in order to include the amount attributable to non-controlling 
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interests, in accordance with the entity theory. This option, namely the 
full goodwill option, has been introduced in the U.S. context on a 
mandatory basis following the issue of the revised version of SFAS 142 
in 2007. Under the IAS/IFRS regime, on the other hand, the application 
of the full goodwill is still an option and during the due process many 
concerns have been expressed on its introduction from both academy 
and practitioners because of higher uncertainty introduced by the 
evaluation of minority interests at their fair value. (Romano, 2007)   
Thus, the final step of the acquisition method described in IFRS 3 
Revised relates to the determination of goodwill or gain from a bargain 
purchase. As regards, along the lines of requirements of the previous 
versions of the standard, the acquirer shall determine the goodwill as 
the difference between two items: 
(i) the sum of transferred consideration measured at their fair 
values at the acquisition date, the non-controlling interests 
measured as explained above, and the fair value at the acquisition 
date of any equity interests previously held by the acquirer in the 
target9; 
(ii) the identifiable net assets of the target measured at their fair 
values at the acquisition date. 
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 This situation relates to the acquisition achieved in stages or a step acquisition. In such a 
perspective, a step acquisition occurs whenever the acquirer obtains the control over the target, but 
the acquirer already held an equity interest in the target before the acquisition date. According to 
paragraph 42 of IFRS 3 Revised, in a step acquisition the acquirer shall reassess the fair value of 
interests previously held in the target at the acquisition date. If the reassessment procedure results 
in a gain or loss, it has to be accounted in the income statement of the acquirer. 
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As regards, it seems interesting to highlight the different 
requirements on accounting for acquisition costs. Actually, according to 
IAS 22 as well IFRS 3 issued in 2004, costs directly attributable to the 
acquisition shall be included in the purchase price. In spite of this, IFRS 
3 Revised establishes that all acquisition costs directly attributable to 
the transaction have to be recognised as expenses in the income 
statement of the acquirer in the period in which they occur. This 
represents one the most interesting innovation of the revised version 
of the standard since it surely affects economic performances of the 
acquirer mainly in the year of conclusion of the transaction and 
additionally it could influence the amount of goodwill resulting from 
the acquisition, affecting also impairment test results in the subsequent 
years (Maraffio, 2008).  
Nevertheless, whenever the first aggregate is higher than the second 
one, the difference results in a goodwill that has to be recognised as an 
asset in the acquirer balance sheet and tested for impairment 
according to IAS 36 requirements.  
Otherwise, whether the second aggregate is higher than the previous 
one, a bargain purchase occurs. Thus, for all business combinations 
resulting in a bargain purchase, at first the acquirer shall reassess the 
recognition and measurement procedures and, if a gain still occurs, it 
recognises a gain in its income statement.  
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Summarizing, analysing the evolution of the standard it seems worth 
noting a trend towards increasing complexity of requirements in 
accounting for business combinations as well as goodwill. Main 
differences with previous versions relate to the perimeter of the 
standard, the measurement of non-controlling interests, and 
accounting for acquisition costs. Additionally, it seems interesting to 
point out that the standard stresses on the separate recognition of 
identifiable assets and liabilities, enhancing their determination in a 
separate way from goodwill. 
These modifications aim at reaching a more homogeneous 
accounting regulation on business combinations, especially considering 
the evolution on this topic in the U.S. context.  
In such a scenario, annual improvements to IFRSs provides updating 
of some specific requirements, considering business combinations as 
well. Particularly, the amendments carried out during Annual 
improvements of IFRSs in 2010 partially affect accounting regulation 
on business combinations, mainly as regards the measurement of non-
controlling interests. Actually, paragraph 19 has been modified and its 
new version specifies that the two alternative methods to accounting 
for non-controlling interests, namely at their fair value or according to 
their proportionate interests in the identifiable net assets of the target, 
shall be applied only for non-controlling interest components 
representing present ownership interests and assuring them a 
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proportion of shares in net assets of the target in the event of 
liquidation. On the other hand, all other components of non-controlling 
interests, such as resulting from share-based payments, must be 
measured at their fair value determined at the acquisition date. 
Afterwards, Annual Improvements to IFRSs 2010-2012 Cycle establish 
new specific requirements on accounting for contingent consideration 
specifying their measurement at fair value. Additionally, a minor 
amendment to IFRS 3 Revised occurs following Annual Improvements 
to IFRSs 2011-2013 Cycle where the standard setter specifies the 
exclusion of joint venture arrangements from the scope of the IFRS 3. 
Overall, no significant modifications occur after the revised version 
of the standard issued in 2008. 
 
2.3.4 Post Implementation Review  
Consistently with requirements included in the 2008 Due Process 
Handbook, the IASB introduces the Post Implementation Review (PIR) 
as a mandatory stage of the standard setting process. Usually, the 
standard setter requires a PIR for each of new standard or major 
amendment after the internationally application of the new 
requirements for two years.  
The PIR procedure implies two different phases. In the first phase 
the standard setter identifies implementation matters to be examined 
and asks for a public consultation through a Request for Information. In 
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the second phase, instead, the IASB considers the comments it has 
received from the Request for Information corroborating these results 
with an accounting literature review and other consultative activities.  
In such a scenario, the IASB has just undertaken a Post 
Implementation Review in order to consider and discuss unexpected 
costs as well as implementation problems arising from the adoption of 
the revised version of IFRS 3. The project started in 2013 with the 
identification of seven areas10 of interest for the review, a Request for 
Information in 2014, and concluded in 2015. 
As regards, the report on the PIR of IFRS 3, issued on 17th June 2015, 
highlights some implementation matters that need to be investigated 
more in depth suggesting avenues for future research. Particularly, 
comments received from the public consultation mainly relate to 
accounting for goodwill, separate recognition of intangible assets, 
measurement of non-controlling interests (NCIs), and fair value 
measurement especially for contingent considerations, contingent 
liabilities and intangible assets.  
Evidence collected from investors, preparers, auditors, and 
regulators confirms that they generally appreciate efforts towards the 
uniformity between IASB and FASB in accounting for business 
combinations. On the other hand, they present mixed point of views 
                                                     
10
 Accordingly to the IASB, the seven areas on which focus the review are: (i) the definition of a 
business; (ii) applying for fair value measurement; (iii) the separate recognition of intangibles and 
the accounting for negative goodwill; (iv) subsequent evaluation of goodwill and opportunity to 
maintain the impairment-only approach; (v) accounting for non-controlling interests; (vi) 
accounting for step acquisitions; and (vii) disclosures. 
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especially as regards opportunity for a return to an amortization-based 
model of accounting for goodwill, since many of them consider 
impairment test costly, time-consuming and complex. Additionally, 
they express concerns on actual implementation of fair value 
measurements, especially for intangible assets without an active 
market, due to uncertainty they involve. (IASB, 2015) 
It seems worth noting that in the PIR report the IASB explicitly 
makes reference to the academic accounting literature on these issues 
(Ewert and Wagenhofer, 2012). As regards, the standard setter 
underlines that following a review of academic accounting literature it 
find support for current requirements on accounting for business 
combinations. Focusing on goodwill accounting, it highlights the 
contribution of studies that provide empirical evidence on the 
relevance of goodwill amount and its subsequent evaluation trough 
impairment test. In such a scenario and in the light of the evolution of 
accounting requirements on business combinations, in the next section 
I provide an analytical review of academic accounting literature on 







2.4 Academic accounting literature on business combinations 
and goodwill 
The development of accounting regulation on business combinations 
has widely attracted the interest of academic accounting research since 
so far a considerable number of authors explored various aspects of the 
business combination process. 
The most relevant issue debated in the academic accounting 
literature on business combinations relates to the determination of the 
most suitable accounting method for these corporate events. 
Particularly, many authors debated on the opportunity to maintain the 
presence of two alternative methods to account for business 
combinations and they underlined determinants and effects of the 
managerial decision to apply for a specific accounting treatment.  
In the light of the development of accounting requirements already 
discussed, this section outlines the evolution of accounting studies 
focused on business combinations as well as goodwill arising from 
acquisitions. 
 
2.4.1 Accounting literature on business combinations 
Prior studies on accounting regulation for business combinations 
developed mainly in the U.S. context and they used a theoretical 
approach. Particularly, prior research in this area preceded the issue of 
APB n°16 in 1970 and, in this regard, the American Institute of Certified 
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Public Accountants enhanced accounting research on this topic 
announcing the establishment of a research study in 1960.   
Most of these early studies expressed concerns about core issues in 
accounting for business combinations, such as the identification of the 
accounting entity (May, 1957; Schrader, 1958) or inadequacy of criteria 
established to evaluate the economic realities and the intention of 
entity involved in a transaction (Phillips, 1965; Fotenos, 1971).  
Actually, even if business combinations could be achieved through 
numerous legal forms, prior research in this area underlined the 
relevance of distinguishing business combinations qualified into two 
categories, namely purchases or pooling-of-interests, and in this 
regards many authors made efforts to determine the most appropriate 
rational criteria in order to classify the different transactions (Sapienza, 
1962; Wyatt, 1965; Knortz, 1970). Thus, calling for direct action on this 
topic from the standard setter, Wyatt (1965) suggested considering all 
business combinations as a particular type of exchange transactions 
and classifying them into purchases or pooling-of-interests. As regards, 
according to the Author the different categories of business 
combinations should be identified focusing on specific circumstances 
preceding the transaction as well as some subsequent events. 
Particularly, the Author suggested considering the extent of cash and 
share considerations, but fixing precise thresholds, as well as 
continuity of management. Consistently, Phillips (1965) highlighted an 
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indiscriminate use of the pooling concept and suggested that effective 
control over the assets of the target and its management should be 
considered as more appropriate tests in order to evaluate the rationale 
of the transaction.  
It seems worth recalling that distinguishing between the two 
aforementioned categories of business combinations is a very relevant 
issue, since it affects the subsequent accounting treatment of the 
transaction. Particularly, it could influence the problem of asset 
evaluation following the acquisition and the related adoption of 
historical costs or current market values (Parker, 1966). 
Actually, most of studies focused on business combinations explored 
the main determinants and effects of the application of the two 
accounting treatments. 
Particularly, early studies focused on the accounting consequences 
of the application of both the purchase and the pooling-of-interests 
methods (Sapienza, 1963; Harmon, 1968; Nurnberg and Grube, 1970). 
In such a perspective, a case study approach is typically adopted. 
Actually, Sapienza (1963) created a case study focusing on a big 
American corporation and He analysed major accounting effects due to 
the application of the two alternative accounting treatments. 
Particularly, His findings suggest that the application of the pooling-of-
interests method leads to a significant undervaluation of assets, a 
deterioration in the leverage ratio occurs, and earnings ratio tend to 
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overstate management efficiency in operations. Similarly, Harmon 
(1968) examined six transaction accounted for pooling-of-interests and 
his findings suggest that the main accounting effects that managers aim 
at achieving recurring to the pooling-of-interests method relate to the 
avoidance of dilution of the earnings per share.  
Along the lines of these results, some studies provided empirical 
evidence on the determinants of the accounting treatment for business 
combinations. Particularly, Gagnon (1967) highlighted that the choice 
to apply for the pooling-of-interests method is positively related to the 
amount of goodwill. Additionally, several studies underlined the 
relevance of the managerial objective to increase income in affecting 
their choices on the accounting treatment for business combinations 
(Copeland and Wojdak, 1969; Anderson and Louderback, 1975; 
Crawford, 1987; Nathan, 1988).  
In such a perspective, Dunne (1990) analysed a sample of business 
combinations concluded by 158 firms over the period 1983-1985 and 
highlighted the relevance of specific firm characteristics in order to 
influence the decisions between pooling-of-interests and purchase 
method. The Author suggested that economic and political 
considerations affect the accounting decisions on business 
combinations and that allowing two alternative accounting methods for 
similar transactions provides notable managerial discretion. 
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Based on these discussions and in the light of perceived increasing 
manipulation of financial statement due to accounting treatment for 
business combinations, the standard setter evaluated the opportunity 
to maintain the presence of two alternative accounting treatments for 
similar transactions and, particularly, it proposed the elimination of the 
pooling-of-interests method.  
Following the due process, further research aimed at exploring the 
determinants and the effects of the two accounting treatments. In this 
regard, corroborating prior research Aboody et al. (2000) carried out 
an empirical study on a sample of 687 stock-for-stock acquisitions 
concluded between 1991 and 1997 in order to analyse the 
determinants of the managerial choice between purchase and pooling 
of interests. Authors found that the adoption of the pooling-of-interests 
method is positively related to the difference between the acquisition 
cost and the book value of the target. Actually, whenever this difference 
is high, by adopting the pooling-of-interests method the acquirer 
avoids the recognition of the additional amounts of assets in the 
consolidated financial statement and thus of the related amortization 
charges. In such a perspective, the same Authors provided empirical 
evidence on the relationship between the application of the pooling-of-
interests method and the presence of earnings-based compensation 
plans for the CEO in acquisitions where the difference between 
acquisition cost and book values of the target is huge. 
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Consistently, Ayers et al. (2000) analysed a sample of pooling 
acquisitions concluded over the period 1992-1997 in order to examine 
the accounting effects of the pooling-of-interests method and 
investigate the effects of its possible elimination. Main findings 
suggested that adopting the pooling-of-interests results in large 
amount of unrecognized assets due to their recognition at book values 
in the consolidated financial statement of the acquirer. Additionally, the 
Authors provided evidence that imposing stricter restrictions on its 
adoption could lead to a decrease in several financial reporting ratios, 
such as return on equity, earnings per share, and market to book ratio.  
Corroborating prior studies, some Authors explore the relationship 
between accounting method and acquisition premium (Robinson and 
Shane, 1990; Ayers et al., 2002). Particularly, Ayers et al. (2002) 
investigated the determinants of the managerial choice for pooling-of-
interests exploring whether managers of the acquirer are available to 
pay higher acquisition premium to allow accounting for business 
combinations according to the pooling-of-interests method. Their main 
results confirmed the hypothesis that managers manipulate the 
configuration of the acquisition in order to apply for the most suitable 
accounting treatment and thus enhance the financial statement 
presentation. In this regard, the Authors recalled that the allowance of 
two alternative methods to accounting for similar corporate events 
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provides the opportunity for management to manipulate financial 
statement presentation. 
Consistent with aforementioned studies, several studies provided 
empirical evidence on the market reaction due to the application of a 
specific accounting treatment for business combinations (Hong et al., 
1978; Davis, 1990; Hopkins et al., 2000; Weber, 2004; Martinez-Jerez, 
2008). As regards, considering that by adopting the pooling-of-
interests economic performances for the acquirer in the years 
following the acquisition are not affected by amortization charges due 
to the recognition of acquired assets at their fair value, the market 
should positively react to the application of the pooling-of-interests. In 
such a perspective, prior research did not provide evidence of higher 
market returns for acquisitions accounted for according the pooling-of-
interests method (Hong et al., 1978). In spite of this, more recent 
studies confirmed the presence of significant differences in market 
returns surrounding a business combination due to the choice of the 
accounting treatment for the transaction (Davis, 1990). Additionally, 
also analysts’ opinion seems to be influenced by the choice of the 
accounting treatment since their judgement is lower following the 
adoption of the purchase method (Hopkins et al., 2000). 
Summarizing, the analysis of academic contribution on this topic 
presented above underlines that the determinants of the application of 
the purchase or the pooling-of-interests method are not related to the 
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intrinsic rationale of the transaction. On the other hand, this choice 
seems to be more related to the desire to apply for the most convenient 
method in terms of accounting consequences, financial statement 
presentation, and personal benefits for the managers of the acquirer. 
This could really affect the comparability of information conveyed in 
financial statements for investors, since similar corporate events are 
accounted for according different requirements leading to different 
accounting consequences.   
In this regards, it seems possible to argue that issues related to the 
accounting treatment for business combinations have widely attracted 
the interest of academic accounting research and that many concerns 
expressed by academics on the opportunity to maintain the pooling-of-
interests have contributed to the decision of the standard setter to 
eliminate this method. 
Nevertheless, the elimination of the pooling-of-interests method did 
not lead to the elimination of earnings management practices in 
business combinations. Actually, several studies demonstrated that 
whenever the acquirer agrees to pay for the target with its shares, so in 
a stock-for-stocks acquisition, it is more prone to manipulate its 
earnings in the period before the acquisition agreement (Erickson and 
Wang, 1999; Louis, 2004; Botsari and Meeks, 2008). Particularly, 
Erickson and Wang (1999) analysed a sample of 55 acquirer involved 
in stock-for-stocks transactions concluded over the period 1985-1990. 
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The Author provided evidence of earnings management in the acquirer 
financial statement, measured by abnormal accruals, in the period 
before the announcement as well as in the period between the 
announcement and the agreement date. Actually, by manipulating 
accounting earnings in the period before the acquisition the acquirer 
raises the market price of its stocks and, thus, it shall issue a lower 
number of shares in order to purchase the target. More recently, Ge and 
Lennox (2011) examined managers’ behaviour in the pre-acquisition 
period. The Authors found out that in stock-for-stock acquisitions the 
managers of the acquirer are more prone to disclose better optimistic 
earnings forecasts whereas they are more likely to withhold bad news 
concerning future earnings.  
These findings confirmed the idea that business combinations are 
very significant corporate events and that they provide incentives for 
managers of the acquirer in order to manipulate accounting earnings. 
In such a perspective, compliance with disclosure requirements 
plays a key role in assuring transparency of the information content of 
a business combination, and consistently investors as well analysts 
require more in depth information on business combinations 
(Johansen and Plenborg, 2013; Andersson and Hellman, 2014). As 
regards, Shalev (2009) carried out an empirical study focused on the 
U.S. context where the Author examined determinants and effects of 
the disclosure level in business combinations. Particularly, analysing a 
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sample of 1019 business combinations concluded over the period 
2001-2004 main findings suggested that the disclosure level is 
positively related to the goodwill amount recognized during the 
purchase price allocation. Additionally, abnormal levels of disclosure 
on business combinations lead to increasing performances of the 
acquirer in the years following the transaction. Shifting towards the 
European context, Glaum et al. (2013) explored the compliance with 
disclosure requirements established by IFRS 3. Their results showed a 
substantial non-compliance and highlighted the relevance of country 
(the enforcement system and the size of the national stock market) and 
company (such as goodwill amount, big4 auditor, ownership structure 
and industry) factors in order to explain disclosure compliance.   
More recent studies focusing on accounting issues examined some 
specific terms of the accounting treatment for business combinations.  
In such a perspective, several studies investigated earn-out 
agreements (Cain et al., 2011; Viarengo and Prencipe, 2015). An earn-
out agreement occurs when the considerations paid by the acquirer 
depend on future measures of performances of the target after the 
closing. As regards, prior studies on this topic mainly underlined the 
usefulness of earn-out in reducing information asymmetry between 
acquirer and target (Ragozzino and Reuer, 2009), especially for 
transactions involving private companies (Kohers and Ang, 2000; Datar 
et al., 2001). In spite of this, only limited studies still examine earn-out 
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agreement in accounting perspective. This objective is partially aimed 
by Viarengo and Prencipe, (2015) that showed how the presence of 
earn-out agreements is not related to earnings management practices 
of the acquirer in order to avoid the contingent cash outflow.      
Additionally, following the development of the accounting treatment 
for business combinations in the European and U.S. contexts, some 
studies explored the relevance of the acquisition date in determining 
the accounting effects of a business combination. Actually, since the 
IASB and the FASB agree to adopt the acquisition date as measurement 
date, rather than the agreement date previously adopted in the U.S. 
context, Bassemir and Gebhardt (2010) examined main consequences 
of this decision. Their main findings supported the idea that the 
determination of the acquisition date really affect some accounting 
consequences of the business combinations. Actually, they provided 
evidence that adopting the acquisition date positively affects the fair 
value of shares, whereas it has a negative influence on the proportion 
of goodwill to purchase price.  
Overall, the accounting literature has widely covered issues related 
to accounting treatment of business combinations. The proposed 
literature review shows that in the past concerns were mainly 
expressed on the application of the pooling-of-interests method, 
whereas more recently accounting literature shifted towards more 
specific issues in this area. 
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2.4.2 Accounting literature on goodwill 
In such a scenario, the development of the accounting treatment for 
business combinations is strictly connected with the accounting 
evaluation of goodwill arising from the acquisition. Actually, as pointed 
out by Ramanna (2008) the decision to eliminate the pooling-of-
interests method was followed by the decision to replace the goodwill 
amortization with its evaluation through the impairment test. 
According to the Author, indeed, the introduction of the impairment 
test for goodwill was being due in part to the lobbying activities of 
firms opposed to the elimination of the pooling-of-interests method. 
These findings support the idea that the decisions on accounting for 
business combinations are strongly associated with the accounting 
treatment of goodwill. 
In such a perspective, modifications on the accounting regulation for 
goodwill could hugely affect the financial statement of the acquirer 
since goodwill from acquisitions is a very significant items in the 
balance sheet of the acquirer (Boennen and Glaum, 2014) representing 
59% of the purchase price on average (Shalev et al., 2013).  
Based on these arguments, academic accounting literature has 
widely investigated accounting treatment of goodwill (Quagli, 2011; 
Boennen and Glaum, 2014).  
Many studies in this area discussed whether goodwill arising from 
acquisitions may be recognised as an asset, and investigated its value 
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relevance demonstrating a positive association between goodwill 
amount and stock prices (McCarthy and Schneider, 1995; Jennings et 
al., 1996; Henning et al., 2000; Godfrey and Koh, 2001; Shahwan, 2004; 
Bugeja and Gallery, 2006; Al Jifri and Citron, 2009; Dahmash et al., 
2009; Aharony et al., 2010). 
Nevertheless, academic research on goodwill accounting was widely 
boosted following the shifting towards the impairment only approach. 
Actually, the adoption of the impairment test procedure implies the 
introduction of several subjective elements, such as issues related to 
the evaluation of future cash flows, discount rate, and growth rate. The 
increasing in the managerial discretion results in more interest from 
the academic literature on this topic and, particularly, on exploring the 
determinants of the recognition of goodwill impairment losses.  
Following IAS as well as SFAS requirements, the recognition of a 
goodwill write-off should be related to management’s expectations on 
decreasing in the future cash flows, as several studies demonstrated 
(Henning et al., 2004; Godfrey and Koh, 2009; Jarva, 2009; Stokes and 
Webster, 2010; Chalmers et al., 2011). In spite of this, a considerable 
number of studies provide empirical evidence that the recognition and 
the amount of goodwill impairment losses are affected by other 
determinants related to managerial discretion (Quagli and Meini, 2007, 
Pozzoli et al., 2011; Florio, 2012).  
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At first, motivations for goodwill impairment losses could be related 
to the acquisition process. Actually, according to Hayn and Huges 
(2006), certain original acquisition characteristics are more powerful 
predictors of the subsequent goodwill impairment losses, especially the 
premium paid in the acquisition as well as the percentage of the 
purchase price allocated to goodwill. Similarly, other studies 
demonstrated that that overpayments in original acquisition affect the 
magnitude of future goodwill write-offs (Li et al., 2011; Gu and Lev, 
2008; Olante, 2013).  
Additionally, some studies provide empirical evidence on the 
influence of the number and the size of reporting unit in order to affect 
the decision to account for a goodwill impairment loss (Roychowdhury 
and Watts, 2007; Ramanna and Watts, 2012), as well as the proportion 
of goodwill on total assets of the company (Huber, 2012). 
Consistently, other studies highlighted the role played by company 
incentives as well as agency costs in influencing the results of the 
goodwill impairment test, especially in order to postpone the 
accounting for an impairment loss. Particularly, management turnover 
(Francis et al., 1996; Beatty and Weber, 2006), firm’s debt contracting, 
managerial earnings-based bonus plan and exchange delist incentives 
(Beatty and Weber, 2006) play a key role in explaining goodwill write-
offs. More recently, Ramanna and Watts (2012) confirmed the 
influence of agency theory on the choices of the management 
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demonstrating the presence of a positive association between goodwill 
non-impairment and CEO tenure, CEO compensation, and debt-
covenant violation concerns. 
Opportunistic behaviour of management can be related otherwise to 
big bath earnings management, according to which management 
overstate goodwill impairment losses when predict lower profits to 
obtain better results in the subsequent financial years. (Sevin and 
Schoeder, 2005; Jordan and Clark, 2004).   
Along the lines of these results, Avallone and Quagli (2015) 
investigated through an external simulation approach the variables 
explaining both the managerial decision to recognize a goodwill 
impairment loss as well as its amount. In this regard, their main 
findings suggested that the long-term growth rate is a relevant variable 
managed in order to avoid the recognition of goodwill write-offs. 
Consistently, Husmann and Schimdt (2008) suggest to consider the 
weighted average cost of capital (WACC) as the most suitable starting 
point in determining the value in use in the discounted cash flow 
model, since other starting points indicated by IAS 36 are less reliable 
and more likely to be subject to earnings management practices. 
On the other hand, shifting the attention towards the effects of the 
recognition of a goodwill impairment loss, a considerable number of 
studies provide empirical evidence of the negative influence of 
goodwill write-offs on equity market prices (Hirschey and Richardson, 
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2002; Liberatore and Mazzi, 2010; Bens et al., 2011; AbuGhazaleh et al., 
2012; Amel-Zadeh et al., 2013). Particularly, mainly by recurring to 
event study methodology, empirical studies demonstrated that the 
recognition of goodwill impairment losses lead to negative stock 
returns surrounding the announcement of the write-off. Additionally, 
the recognition of impairment losses hugely affect analysts’ opinion, 
even if their awareness of the accounting issues related to business 
combinations and goodwill evaluation is not detailed (Andersson and 
Hellman, 2014).  
Summarizing, the extant accounting literature on goodwill 
accounting is very extensive since many aspects related to its 
recognition in the balance sheet and the subsequent evaluation are 
analysed. In spite of this, the aforementioned studies considered the 
goodwill amount as a datum and consistently they did not investigated 
issues related to the initial determination of goodwill. Actually, the 
accounting research on the initial determination of goodwill amount is 
still limited and thus future avenues for investigation arise (Bassemir 
and Gebhardt, 2010; Bugeja and Loyeung, 2014).  
 
 
2.5 Avenue for future research 
In the light of the literature review presented in the previous section 
and based on suggestions resulting from the report on the Post 
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Implementation Review of IFRS 3, it seems interesting to point out that 
many further research questions arise in this area.  
Particularly, the development of accounting requirements and the 
increasing complexity of transactions gave rise to many research 
questions that are still unresolved. 
In such a scenario, a research agenda on this topic could be created. 
At first, many questions concerning the accounting treatment of 
business combinations are still unanswered. Particularly, further 
investigations could be addressed to clarify the scope of application of 
IFRS 3, with a special focus on the accounting treatment of business 
combinations of entities under common control. Additionally, since the 
most relevant innovation in the IAS/IFRS regime relates to the 
introduction of the full goodwill option, it needs to be empirically 
investigated paying attention on the determinants of the choice 
between full and partial goodwill as well as the effects of the 
managerial decision to evaluate the non-controlling interests at their 
fair values.  
Moreover, further studies need to investigate some specific 
conclusion terms, such as the inclusion of earn-outs agreements (Cain 
et al., 2011) or the decision to pay for contingent considerations. In 
such a perspective, also further empirical studies on the suitability of 
the acquisition date as indicated by the standard (Bassemir and 
Gebhardt, 2010) could be useful in order to improving the accounting 
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treatment of business combinations and thus provide a more 
comprehensive understanding of the consequences of some standard 
setter choices. 
More generally, further research on the allocation of the purchase 
price and the identification and measurement of intangible assets 
should be useful, especially in order to provide empirical insights into 
operational decision related to the evaluation of intangible resources 
and thus the determination of goodwill. 
As regards goodwill accounting, as demonstrated by the previous 
literature review a very large number of studies covered many issues 
related to this topic (Boennen and Glaum, 2014). In spite of this, as 
already pointed out research on the initial determination of goodwill is 
still limited. In such a perspective, further empirical insights on the 
determination of goodwill from acquisition could be very useful in 
order to highlight the strictly linkage between standard setter choices 
on the accounting treatment for both business combinations and 
goodwill. 
Based on these arguments and in the light of the current academic 
debate on the evaluation of goodwill and the opportunity to maintain 
the impairment only approach, the present dissertation aims at filling 
this gap by providing three empirical studies focused on the initial 
determination of goodwill arising from business combinations and 
accounted for according to the requirements of IFRS 3 Revised. 
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The empirical evidence focused on specific issues related to the 
initial determination of goodwill amounts will be introduced in the 






























Based on arguments previously discussed, the second part of this 
dissertation aims at providing empirical evidence on specific issues 
related to the recognition of goodwill from acquisitions as determined 
according to the accounting requirements established by IFRS 3 
Revised.  
In this regard, it seems interesting to point out the relevance of my 
objective since goodwill from acquisitions is a significant item in the 
allocation of the purchase price. Actually, many accounting studies 
demonstrated that goodwill usually represents about 50-60% of the 
purchase price in both the U.S. and the European context (Ott and 
Guenther, 2010; Glaum and Wyrwa, 2011; Shalev et al., 2013). 
Additionally, goodwill is often also one of the most relevant asset 
included in the balance sheet of the acquirer.  
In such a scenario, considering goodwill from acquisition is 
determined on a residual basis as the difference between the 
acquisition cost and fair value of net assets acquired, all requirements 
established on accounting for business combinations should directly 
influence goodwill amount. Thus, the residual nature of goodwill 
implies that several components are subsumed into its amount. 
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Actually, several studies grounded in the accounting field analyse 
goodwill amount achieving to determine whether it meets the 
definition of an asset (Boennen and Glaum, 2014), along the lines of the 
development of accounting requirements related to its evaluation.1  
In this regard, it is worth recalling the analysis of Johnson and 
Petrone (1998) that at first suggest the importance of observing 
goodwill from two different perspectives. The first one is a top-down 
perspective and implies that goodwill is considered as an element of a 
broader asset, namely the investment of the acquirer in the target. 
According to a bottom-up perspective, on the other hand, the goodwill 
amount is the sum of the different resources it includes. In the light of 
this second perspective, the Authors identify six components of 
goodwill from acquisitions:  
(i) excess of the fair values over the book values of the recognized 
net assets of the target;  
(ii) fair values of other net assets not recognized by the target; 
                                                     
1
 Goodwill has been widely investigated also in the Italian accounting literature. Particularly, as 
suggested by Amaduzzi (1987), “the price paid to acquire a company includes also goodwill 
amount, namely the ability of an entity to produce incomes that are higher than usual ones and that 
are able to remunerate equity, personal capabilities, considering also the economic risk. In such a 
perspective, goodwill is not an independent amount because its existence is strictly linked to the 
existence of the entity”.  
Additionally, it seems interesting to point out the definition provided by Onida (1985). According 
to the Author, “goodwill includes a set of immaterial resources of the company, such as its 
location, organization, human resources capabilities, experience, customers, and reputation, that 
increase the profitability of the company and increase the value of the entity beyond the sum of 
each assets and liabilities”. 
Overall, in order to examine the evolution for the definition of goodwill in the Italian academic 
literature see Bianchi Martini S. (1996), “Interpretazione del concetto di avviamento. Analisi dei 




(iii) fair value of the going concern element of the existing business of 
the target; 
(iv) fair values of synergies from combining the assets and the 
businesses of the entities involved in the transaction; 
(v) overvaluation of the consideration paid by the acquirer; 
(vi) overpayment by the acquirer. 
Johnson and Petrone (1998) conclude affirming that only 
components (iii) and (iv) represent the core goodwill and actually meet 
the definition of an asset.  
Consistently with results of Johnson and Petrone (1998), the study 
carried out by Henning et al. (2000) explores the value relevance of the 
goodwill components. In pursuit of their objectives, the Authors 
identify the following four components of the goodwill amount: 
(i) the write-up of the target’s assets to fair market value; 
(ii) the value of the target as a going concern; 
(iii) the market’s valuation of the synergies arising from the business 
combination; 
(iv) any overvaluation of consideration and overpayment for the 
target.  
Their main findings suggest that the financial market positively 
values the going concern as well as the synergy components, 
corroborating the concept of core goodwill previously proposed by 
Johnson and Petrone (1998).  
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Overall, these studies provide evidence confirming the 
heterogeneous nature of the purchased goodwill amount, thus 
supporting the idea that the goodwill amount recognized as a result of 
a business combination could be affected by several elements 
concerning the completion of the transaction procedure. Additionally, it 
is worth recalling that the initial determination of the goodwill amount 
obviously influences also its subsequent evaluation, especially as 
regards the results of the impairment test carried out in the years 
following the acquisition. Thus, studies focused on the accounting 
treatment of goodwill should bring in mind the nature and the origin of 
this item as well as the main reasons influencing its amount. 
Building on this literature and in the light of arguments raised from 
recent PIR procedure, I develop three empirical studies that shed light 
on the initial determination of goodwill and, particularly, on the 
influence of some specific issues related to IFRS 3 Revised adoption on 
the recognition of the goodwill amount. 
More specifically, the three empirical analyses introduced in the 
second part of this dissertation aim at assessing:  
(i) the managerial discretion in the allocation of goodwill and 
particularly the managerial decision to account for abnormal 
goodwill amount;  




(iii) the influence of full-goodwill option on value relevance of 
goodwill. 
In pursuit of these objectives, I analyse a sample of business 
combinations concluded by listed companies over the four years period 
of 2010-2013.  
These empirical analyses focus on the European context since it 
represents a suitable field for this topic. Actually, it seems worth 
recalling that the most part of concluded M&A transactions involve 
European companies (KPMG, 2015), and thus analysing accounting 
feature of business combinations represent a relevant issue for the 
European context. More specifically, I consider business combinations 
concluded as acquirer by Italian, German, French and UK listed 
companies over the period 2010-2013.  
Thus, I develop a common initial sample in order to test my research 
hypotheses, that I further specify to consider the particular features of 
each empirical analysis. 
To enter this initial sample, transactions should meet different 
criteria.   
At first, I obtain information on concluded business combinations 
from Zephyr Database, which covers M&A deals carried out around the 
world and involving both listed and unlisted companies. Thus, I 
consider all deals concluded as acquirer by Italian, German, French and 
UK companies over the period 2010-2013 in which the acquirer 
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obtains the control over the target company. Additionally, I select 
acquirer companies that are listed and for which collecting accounting 
as well as financial data from Datastream database is possible.  
Additionally, I exclude all transactions carried out by financial 
companies since their financial reports differ from non-financial ones, 
affecting comparability of information. Furthermore, I manually 
checked each transaction in order to exclude companies for which 
financial reports are not available, all transactions not accounted for 
according to IFRS 3 requirements (e.g. transactions under common 
control), and for which information on purchase price allocation is not 
separately disclosed for each business combination carried out in the 
year.  
Overall, this procedure results in a combined sample of 656 business 
combinations, representing the initial sample for all three empirical 
analyses that I develop in the second part of my dissertation.  
In this regard, the following table (table 1) analyses the starting 
sample, by summarising the distribution across years of business 
combinations included in the sample and providing both absolute 







 Frequency % 
YEARS   
2010 162 25% 
2011 178 27% 
2012 159 24% 
2013 157 24% 
   
Table 1 summarises the sample distribution across years providing both absolute values and percentages. 
 
Values indicated in table 1 suggest that the number of concluded 
business combinations included in the starting sample is equally 
distributed across years, with a higher number of transactions in 2011 
(178 business combinations). 
Therefore, I utilise this sample in order to carry out three different 
analyses aimed at examining the goodwill amount arising from 
business combinations concluded by European companies. 
In this regard, it seems interesting to point out that the findings of 
these studies and their implications have both theoretical significance 
and practical importance. Particularly, results obtained could improve 
standard setter’s activity, especially in order to potentially revise 
accounting treatment of business combinations and provide supporting 
for comments received during the PIR procedure. Additionally, they 
could fuel the current debate on accounting for goodwill, highlighting 
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the relevance of specific issues related to the initial determination of 
the goodwill amount. 









This first study aims at assessing the potential misuse of managerial 
discretion during the purchase price allocation.  
In this regard, it is seems worth recalling that according to the 
mandatory introduction of the purchase method in order to account for 
business combinations, all identifiable assets and liabilities of the 
acquired company should be evaluated at their fair value at the 
acquisition date. Particularly, the remaining difference with the 
purchase price shall be recognized as goodwill.  
Thus, all tangible and intangible assets acquired and liabilities 
assumed in a business combination need to be identified and measured 
in a process called Purchase Price Allocation (PPA hereafter), and the 
residual of the considerations paid is allocated to goodwill.  
In such a scenario, the residual nature of goodwill implies that its 
amount is directly related to results obtained in the PPA procedure, 
especially as regards the measurement of intangible assets without a 
verifiable market value. Actually, the evaluation procedure for some 
acquired elements is more subjective and so it could be associated with 
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earnings management practices (Holthausen and Watts, 2001; 
Ramanna 2008). 
So far, a considerable number of studies has explored goodwill 
allocation procedure underlining its informativeness (Shalev, 2009; 
Paugam et al., 2015) and providing evidence of managerial discretion it 
involves (Shalev et al., 2013; Detzen and Zülch, 2012; Zhang and Zhang, 
2006; Lai and Stacchezzini, 2009).  
In such a perspective, many studies demonstrate the presence of 
specific pros and cons in order to influence the allocation of goodwill in 
the PPA procedure. Particularly, managers of the acquirer company 
could be influenced in order to recognize high proportion of goodwill 
whenever earnings-based bonus plans exist (Shalev et al., 2013; Detzen 
and Zülch, 2012) or to enhance the respect of specific covenants (Zhang 
and Zhang, 2006). In spite of this, recognising high proportion of 
goodwill could create negative consequences, especially in terms of 
increasing impairment losses in the years following the acquisition 
(Olante, 2013).  
Overall, previous studies underline the relevance of goodwill 
allocation for investors (Paugam et al., 2015) suggesting that investors 
pay attention to managerial decisions concerning the amount of 
purchase price allocated to goodwill.   
Based on these arguments, my study aims at examining whether 
managerial decisions on allocation of goodwill in PPA procedure is 
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influenced by investors pressure, measured by poorly received 
business combination announcements. More specifically, following a 
negative market reaction to the announcement, managers could be 
more prone to recognize abnormal goodwill in order to face market 
pressure and signal they concluded a successfully transaction. 
In pursuit of this objective and consistently with previous studies, an 
event study has been developed in order to assess the market reaction 
to the announcement of a business combination. Additionally, I 
investigate whether the negative market reaction to business 
combination announcements influences the recognition of abnormal 
goodwill amounts, where abnormal goodwill is determined using the 
procedure developed by Shalev (2009).  
Main findings confirm the presence of a direct relationship between 
market reaction to the business combination announcement and the 
recognition of abnormal goodwill amount. Additionally, results 
demonstrate that specific features of the acquirer company can 
influence the managerial decision to account for abnormal goodwill. 
So, my study contributes to existing literature on business 
combinations and accounting for goodwill, underlining the role of 
managerial discretion in the business combination process, especially 
in the purchase price allocation. Additionally, it contributes to the 
assessment of the relationship between corporate investing and 
financial reporting in the European context.  
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The remainder of this study proceeds as follows. Section 3.2 
introduces the review of previous literature on purchase price 
allocation and section 3.3 illustrates methodology issues. In section 3.4 
I present main results of the multivariate analysis and section 3.5 
concludes this chapter. 
 
 
3.2 Literature  review and hypothesis development 
The PPA procedure has widely attracted the interest of accounting 
literature, especially focusing on its informativeness (Shalev, 2009; 
Paugam et al., 2015) as well as the managerial discretion it involves  
(Shalev et al., 2013; Detzen and Zülch, 2012; Zhang and Zhang, 2006; 
Lai and Stacchezzini, 2009). 
As regards, focusing on earnings management practices in PPA, 
many studies underline that managers could have stronger incentives 
to allocate a higher proportion of the purchase price to goodwill, rather 
than to identifiable intangible assets. The rationale for this is as follows. 
Since goodwill is no longer amortized, but tested for impairment, 
earnings after the acquisition could beneficiate from reduced expenses. 
In such a perspective, managers are more motivated to allocate more 
purchase price to goodwill whenever earnings-based bonus plans exist 
(Shalev et al., 2013; Detzen and Zülch, 2012). Additionally, benefits 
arise for companies with net worth debt covenants because avoiding 
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amortization expenses net assets in the balance sheet are not reduced 
on a regular basis (Zhang and Zhang, 2006). 
Nevertheless, the decision to recognize abnormal portions of the 
purchase price allocated to goodwill is costly for companies. Actually, 
allocating purchase price to abnormal goodwill increases the likelihood 
of larger goodwill impairment losses in the future (Olante, 2013; 
Paugam et al., 2015) and decreases post-acquisition performances, 
measured as change in future ROA (Paugam et al., 2015).  
On the other hand, empirical evidence as regards market reaction to 
higher proportion allocate to goodwill is mixed. Hamberg et al. (2011) 
demonstrate that firms with substantial amounts of goodwill yielded 
abnormally high returns despite abnormally low earnings. In spite of 
this, Paugam et al. (2015) provide evidence on PPA informativeness 
showing that the recognition of abnormal goodwill leads to negative 
cumulated abnormal returns surrounding the PPA disclosure.  
Overall, these studies highlight that the proportion of purchase price 
managers decide to allocate to goodwill is a relevant indicator on 
acquisition quality for investors.  
In such a perspective, managers’ decision on goodwill allocation 
could be influenced by the intention to signal the quality of the 
acquisition they concluded to the market. Actually, according to the 
signalling theory (Spence, 1974) and premising the presence of 
information asymmetry, disclosure on specific conditions related to the 
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conclusion of a business combination could convey specific information 
on its quality to the market. Particularly, high level of goodwill could be 
associated by the market with positive expectations on future 
synergies as well as general benefits (especially in terms of cost savings 
and revenue increasing) arising from combining the two entities.  
Additionally, considering that business combinations usually have a 
significant impact on financial statements, affecting acquirer 
operations as well as its equity market prices, they represent a very 
significant corporate resource allocation decision for acquirer 
managers. Consistently, previous studies underline the investment-
related pressure following M&A transactions as well as its effects. 
Particularly, Bens et al. (2012) show that acquirer managers are more 
likely to misstate financial statements in order to improve post-M&A 
performance, especially as a consequence of a negative market reaction 
following the M&A announcement. 
Thus, this study argues that acquirer managers could influence the 
purchase price allocation recognizing abnormal portions of the 
purchase price allocated to goodwill, in order to face market pressure 
and as a signal for the market that they concluded a good acquisition, 
especially following a negative market reaction to the business 
combination announcement.  
The recent empirical study of Bugeja and Loyeung (2014) partially 
aims at reaching this objective, exploring in the A
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relationship between abnormal returns for acquiring firms to a 
takeover announcement and the amount of purchased goodwill 
recorded for that acquisition. Nevertheless, they argue that the market 
reaction at the M&A announcement is influenced by the amount of 
purchase price allocated to goodwill but they are unable to find 
empirical evidence of this relationship. In spite of this, my study 
hypothesises the inverse relationship arguing that the goodwill amount 
is affected by the market reaction to the announcement, since 
managers’ decisions on goodwill allocation are influenced by market 
pressure. 
Consistently, from the above discussion follows the hypothesis: 
 
H1: following a negative market reaction to the business combination 
announcement, managers of the acquirer company are more prone to 




3.3.1 Sample and data 
This analysis focuses on the European context. Particularly, as 
illustrated on the Introduction to the Part II of this dissertation, I start 
from the initial sample developed using Zephyr information. 
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So, starting from this initial sample resulting in 656 transactions, I 
furtherly eliminate additional transactions in order to consider specific 
features of this analysis.  
Particularly, in order to carry out the first regression model, since I 
need to obtain financial information also on the industry of the target 
company and considering that most of involved target companies are 
unlisted, I merge my initial sample with information obtained from 
Amadeus database. Actually, Amadeus database covers listed as well as 
unlisted companies in the European context. 
Thus, to run my first regression model I consider a final sample of 
205 observations and I utilise the residual from this regression as the 
dependent variable of my main regression model, in which I consider 
201 observations.  
As regards data source, information on goodwill amount, purchase 
price, cash bonuses for managers, and method of payment for 
considerations is hand-collected from the financial statement of the 
acquirer company. On the other hand, other market and accounting 
data for the acquirer company are collected from Datastream database. 
 
3.3.2 Models 
In order to investigate the influence of investment related pressure 
on the recognition of abnormal goodwill, I firstly determine the 
abnormal goodwill amount. Along the lines of Shalev (2009), I measure 
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the abnormal portion of the purchase price allocated to goodwill as the 
residuals of the following regression model (the variables used in the 
model are thoroughly defined infra):  
 
%GW = β0 + β1 ACQINDUSTRY + β2 TRGINDUSTRY + β3 ACQGROWTH + ε  
 
Particularly, this regression model considers the abnormal goodwill 
as a direct function of the industry in which companies involved in the 
transaction operate and the expected growth rate of the acquirer 
company. In this regard, it seems important to highlight that including 
long-term forecast of the target could be the best solution, but it 
implies that the target company has to be a listed company as well, 
reducing considerably the sample size. Thus, as specified by Shalev 
(2009), I include growth expectations for acquirer company since they 
should be highly correlated with growth expectations of the target.   
As regards the dependent variable, %GW is the proportion of 
goodwill recognized in the business combination to the purchase price, 
namely the ratio of goodwill from acquisition on the purchase price.  
On the other hand, focusing on independent variables, 
ACQINDUSTRY and TRGINDUSTRY variables are related to the industry 
respectively of the acquirer company and the target company. 
Particularly, considering the classification proposed by the U.S. SIC 
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code I identify industry dummies for both the acquirer and the target 
company.  
Finally, ACQGROWTH measures growth expectations for acquirer 
company and it represents the I/B/E/S median analyst long-term 
growth forecast for the acquirer in the year of the conclusion of the 
transaction. 
Afterwards, along the lines of the study carried out by Bens et al. 
(2012), I determine the influence of poorly received business 
combination announcements on abnormal goodwill amounts.  
Particularly, I develop my main regression model in which I regress 
the abnormal goodwill amount as determined from the previous model 
with abnormal returns recorded in the three-days period surrounding 
the announcement of the business combination, the presence of cash 
bonuses for managers, if the acquirer pays the most of considerations 
by shares, the relative size of the concluded deal, and a set of variables 
to consider specific characteristics of involved companies. Thus, I 
obtain the following regression model (the variables used in the model 
are thoroughly defined infra):  
 
ABN_GW = β0 + β1 CAR + β2 ROA + β3 MTBV + β4 SIZE + β5 LEV+  




The dependent variable, ABN_GW, is the abnormal goodwill amount 
as determined considering residuals of the previous regression model.  
As regards independent variables, CAR represents the 3-day 
cumulative abnormal return around the acquisition announcement 
from day -1 through +1. Particularly, I develop this variable 
implementing the traditional event study methodology (Fama et al., 
1969) and I utilise the market adjusted model estimating the 
parameters of the model over the estimation window (-270,-21) days 
before the announcement of the transaction.1 
Consistently with my research hypothesis, I expect a negative 
relationship between CAR and the dependent variable since negative 
market reaction to the announcement should determine a higher 
amount of abnormal goodwill. 
Afterwards, I include in my regression model a set of variables to 
control for acquirer’s characteristics.  
Particularly, in order to consider acquirer’s profitability, ROA is the 
acquirer’s return on assets at the end of the year of the business 
combination conclusion. Since previous literature demonstrates that 
M&A announcement returns are lower for acquisition of larger firms 
(Moeller et al., 2004) and firms with lower leverage (Maloney et al., 
1993), SIZE is the natural log of acquirer’s total assets at the end of the 
                                                     
1
 In the estimation window, the market return has been determined collecting market data from 
Datastream database. Particulalrly, the market return for Italian companies refers tot he FTSE MIB 
Index, for UK companies refers to FTSE ALL SHARE, for German companies to DAX 30 Index, 
and for French companies refers to CAC 40 Index. Announcement date for business combinations 
is obtained from Zephyr database. 
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year of the business combination conclusion and consistently LEV is 
the ratio of total debt to total assets of the acquirer at the end of the 
year of the business combination conclusion. Finally, because firms 
with high book-to-market ratios have poorly received business 
combinations announcements (Dong et al., 2006), MTBV is the market-
to-book value for acquirer at the end of the year preceding the 
transaction. Additionally, since previous studies show the influence of 
managers’ incentives on purchase price allocation (Shalev et al., 2013; 
Detzen and Zülch, 2012), I pay attention to BONUS, a dummy variable 
that equals to 1 if managers benefit of an earnings-based compensation 
plan through cash bonuses, and 0 otherwise. 
Finally, I consider a set of variables to control for the deal 
characteristics.  
Particularly, STOCK variable considers the method of payment. Since 
previous studies demonstrate that managers have incentives to 
manipulate financial statements when the acquisition is paid in stock 
(Erickson and Wang, 1999), and overpayments arise more frequently 
when acquirer uses its stock, especially if overvalued (Olante, 2013), 
STOCK is a dummy variable that equals 1 if at least 50 percent of the 
consideration paid for the target consists of stock, and 0 otherwise 
(Bens et al., 2012). Finally, since acquisitions of a large target relative 
to the size of the acquirer are more important corporate decisions than 
acquisitions of smaller targets (Shalev et al., 2013), the investment-
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related pressure could be influenced by the relative deal size. Thus, I 
control for RELATIVE_SIZE, the ratio of acquirer’s pre-acquisition 
market value of equity on deal value. 
Furthermore, I include year dummies in order to verify the potential 
influence of the macroeconomic context. Additionally, I run the 
regression model with robust standard errors in order to avoid 




3.4.1 Descriptive statistics 
Before introducing results of my multivariate analysis, it seems 
interesting to provide a descriptive statistics of variables included in 
my regression model.  
At first, Table 1 introduces summary statistics for explanatory 
variables used to investigate determinants for recognition of abnormal 












As illustrated in Table 1, the variable CAR presents negative mean 
and median values, suggesting that in the most part of the sample the 
market reaction to business combinations announcements is negative. 
Additionally, it seems interesting to point out the high variability of 
MTBV and RELATIVE_SIZE, showing that acquirer companies included 
in the sample presents very different values as regards market 
evaluation of their equity as well as the relative size of the concluded 
transaction. 
In order to improve the preliminary analysis of my data, in Table 2 I 
report the Pearson correlation matrix for the independent variables I 












ABN_GW -1.52e-10 .2941135 -.7772546 -.1876474 .0104304 .1595773 1.724977 
CAR -.011188 .0690675 -.7945917 -.0322268 -.0043505 .0139384 .4366908 
ROA .05562 .3140128 -7.368421 .0439419 .0782685 .1163943 .3825551 
MTBV 1.625614 21.6671 -530.79 1.08 1.67 2.74 96.06 
SIZE 12.7099 2.101192 2.944439 11.19987 12.71778 13.95357 19.23374 
LEV .5282582 2.577291 -18.56158 .0537558 .2909076 .6266222 53.03839 
BONUS .6953846 .4605988 0 0 1 1 1 
STOCK .0892019 .2852582 0 0 0 0 1 
RELATIVE
_SIZE 225.1701 5235.372 .0000186 .0090105 .0310071 .0941908 130860 
Table 1 summarises variables statistics. ABN_GW = is the abnormal goodwill amount determined as the 
residual from the regression model (1); CAR = abnormal return for the acquirer company in the 3-days period 
surrounding the business combination announcement; ROA = ratio of acquirer company’s operating income 
to total assets; MTBV = lagged (prior year’s) ratio of the year-end market value of equity to the book value of 
equity; SIZE = natural log of total assets at the end of the year; LEV = ratio of total debt to total equity at the 
end of the year; BONUS = dichotomous variable that equals to 1 if the acquirer company accords cash 
bonuses to managers, and 0 otherwise; STOCK = dichotomous variable that equals to 1 if the acquirer 
company pays at least 50% of considerations by shares, and 0 otherwise; RELATIVE_SIZE = ratio of MV of 
the acquirer and deal value. Data analysis using StataSE 13.  
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Table 2 provides the Pearson correlations for the independent variables. The values indicated in bold show 
statistically significant relationships between variables, while the p-value is shown in brackets. *,** indicate 
statistical significance at less than the 5 percent and the 1 percent level, respectively (two-tailed). CAR = 
abnormal return for the acquirer company in the 3-days period surrounding the business combination 
announcement; ROA = ratio of acquirer company’s operating income to total assets; MTBV = lagged (prior 
year’s) ratio of the year-end market value of equity to the book value of equity; SIZE = natural log of total 
assets at the end of the year; LEV = ratio of total debt to total equity at the end of the year; BONUS = 
dichotomous variable that equals to 1 if the acquirer company accords cash bonuses to managers, and 0 
otherwise; STOCK = dichotomous variable that equals to 1 if the acquirer company pays at least 50% of 
considerations by shares, and 0 otherwise; RELATIVE_SIZE = ratio of MV of the acquirer and deal value. 
Data analysis using StataSE 13. 
 
As highlighted analysing correlation coefficients showed in table 2, 
the highest correlation is between SIZE and ROA (0.3133 with a p-
value<0.01), suggesting that biggest companies obtain also higher 
performance. 
Additionally, the variable SIZE is highly correlated with the presence 
of cash bonuses for managers, namely the variable BONUS. Actually, the 
coefficient is positive (0.2245) and statistically significant (p-
value<0.01) suggesting that biggest companies are more prone to 
accord cash bonuses to their managers according to earnings-based 
compensation plan. Similarly, a positive and significant correlation 
exists between LEV and MTBV (0.1899 with a p-value<0.01), and the 
Variables CAR ROA MTBV SIZE LEV BONUS STOCK RELATIVE_SIZE 
CAR 1.000        
ROA -0.0007 (0.9857) 1.000       
MTBV -0.1251 (0.0017)** 
0.0683 
(0.0863) 1.000      




(0.0038)** 1.000     






(0.0157)* 1.000    








(0.6832) 1.000   





























variable SIZE is negatively correlated to STOCK (-0.1815 with a p-
value<0.01) suggesting that small companies are more prone to satisfy 
considerations by shares rather than by cash. 
Nevertheless, analysing correlations coefficients it seems worth 
recalling that they do not exceed .3133, suggesting that 
multicollinearity is not likely to be a significant issue in the subsequent 
multivariate analysis. 
 
 3.4.2 Multivariate results 
In this section I introduce the results of my multivariate analysis.  
At first, I run the first regression model in order to obtain the 
abnormal goodwill amount. Particularly, the model is estimated 
considering 205 observations and it is significant at 0.000, with an 
adjusted R2 of 0.1662. Starting from results of this first regression 
model (untabulated), I consider residuals and I develop the variable 
ABN_GW that I include in my main regression model. 
I run the main regression model considering 201 observations and it 
is significant at 0.0034 with an adjusted R2 of 0.0801. In order to avoid 
potential risk of heteroscedasticity, I run the regression model with 
robust standard errors, and I further check for multicollinearity issue 
and values of variance inflation factors (VIFs) are less than 3.64, thus 
the model does not severely suffer from multicollinearity 
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considerations (Hair et al., 1995; Kennedy, 1992; Marquardt, 1970; 
Neter et al., 1989). 
Results of the regression analysis are showed in Table 3. 
 
Table 3 presents regression results with robust standard errors. Values indicated in bold show statistically 
significant relationships between variables. *,** indicate statistical significance at less than the 5 percent and 
1 percent level, respectively (two-tailed). Dependent variable (ABN_GW) = is the abnormal goodwill amount 
determined as the residual from the regression model (1). Independent variables: CAR = abnormal return for 
the acquirer company in the 3-days period surrounding the business combination announcement; ROA = ratio 
of acquirer company’s operating income to total assets; MTBV = lagged (prior year’s) ratio of the year-end 
market value of equity to the book value of equity; SIZE = natural log of total assets at the end of the year; 
LEV = ratio of total debt to total equity at the end of the year; BONUS = dichotomous variable that equals to 
1 if the acquirer company accords cash bonuses to managers, and 0 otherwise; STOCK = dichotomous 
variable that equals to 1 if the acquirer company pays at least 50% of considerations by shares, and 0 
otherwise; RELATIVE_SIZE = ratio of MV of the acquirer and deal value. Data analysis using StataSE 13. 
 
Dependent variable  (ABN_GW) = is the abnormal goodwill amount determined as the residual from 
the regression model (1) 
Variable Predicted sign Coefficient p-value VIF 
CAR - .8380721 0.087 1.03 
ROA + -.5399813 0.169 1.13 
MTBV + .0271534 0.014* 3.64 
SIZE + .0089711 0.612 1.20 
LEV + -.0472342 0.018* 3.54 
BONUS + -.0961001 0.130 1.10 
STOCK + .0598966 0.663 1.07 
RELATIVE_SIZE + -.000817 0.336 1.01 
YEAR DUMMIES     
INTERCEPT  -.1215795 0.677  
     
N° observations 201    
F (11, 189) 2.66    
Prob > F 0.0034    
R-squared 0.0801    
Root MSE 0.29038    
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Analysing coefficient of variables included in the regression model is 
possible to determine whether specific issues affect the recognition of 
the abnormal goodwill amount. 
At first, as illustrated in Table 3, the variable CAR has a positive 
relationship with the dependent variable, statistically significant at .10. 
This finding shows that there is a relationship between the decision to 
account for abnormal goodwill during the purchase price allocation 
and the market reaction to the business combination announcement. 
Nevertheless, contrarily to my research hypothesis H1, this 
relationship suggests that the recognition of higher abnormal goodwill 
amount is positively affected by the abnormal return surrounding the 
announcement. Actually, the positive coefficient of the variable CAR 
suggests that managers of the acquirer company decide to allocate an 
abnormal proportion of the purchase price to goodwill whenever the 
market reaction to the announcement is positive. 
Additionally, results suggest that specific features of the acquirer 
company could affect the decision to recognise abnormal goodwill. 
Particularly, the regression model highlights the presence of a positive 
and statistically significant (p-value<.05) relationship between the 
market to book value of the company and the abnormal goodwill 
amount. This finding supports the idea that the allocation of purchase 
price is influenced by the market evaluation of company’s equity. 
Actually, whenever the financial market overestimates the value of 
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company’s equity, managers of the acquirer company are more prone 
to recognise a higher goodwill amount, in the light of positive 
expectations of investors towards the achievement of future synergies. 
Moreover, results show a negative and statistically significant (p-
value<.05) relationship between the leverage ratio of the acquirer and 
the abnormal goodwill, suggesting that the acquirer with higher 
proportion of debt are less prone to recognise abnormal goodwill 
amount. 
On the other hand, variables related to specific features of concluded 
transactions, namely BONUS, STOCK, and RELATIVE_SIZE, do not show 
a significant relationship with the dependent variable, highlighting that 
for companies included in my sample these characteristics do not affect 
managerial decision as regards the allocation of the purchase price, and 
particularly the recognition of the abnormal goodwill amount. 
 
 
3.5  Conclusions 
This study investigates the determinants of goodwill allocation 
during the PPA procedure. Particularly, it aims at assessing the 
presence of a relationship between the market reaction to the business 
combination announcement and the recognition of abnormal goodwill 
amount during the purchase price allocation procedure.  
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Actually, accounting requirements as regards the purchase price 
allocation allow a considerable discretion to managers of the acquirer 
company and thus the decision to recognise an abnormal goodwill 
amount has a specific, and usually relevant, informative content for 
investors. Particularly, recognising high goodwill amount could be a 
signal for the financial market that managers of the acquirer concluded 
high quality transaction, thus enhancing positive expectations of 
investors towards future performances of involved companies. In such 
a perspective, the recognition of abnormal goodwill could be the reply 
of acquirer’s managers to a poorly received business combination 
announcement, measured by cumulative abnormal return in the 3-day 
period surrounding the announcement date. 
Analysing a sample of business combinations concluded over the 
period 2010-2013 by European companies, results confirm the 
presence of a relationship between market reaction to the business 
combination announcement and the recognition of abnormal goodwill. 
Nevertheless, contrarily to my expectations findings show that a 
positive relationship exists between the abnormal returns and the 
abnormal goodwill, suggesting that managers of the acquirer company 
are more prone to recognise high goodwill amount whenever the 
market positively react to the announcement. In spite of this, they do 
not use their discretion in PPA in order to increase the proportion of 
the goodwill amount when the market negatively reacts to the 
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announcement. Actually, managers seem to be more inclined to allocate 
abnormal proportion of goodwill when investors positively values the 
announcement in order to underline and enhance their positive 
expectations towards the achievement of future good performances. On 
the other hand, findings demonstrate that this managerial behaviour is 
not symmetric, since mangers are less prone to increase the proportion 
of purchase price allocated to goodwill in order to face the market 
pressure due to negative reaction to the announcement.  
Moreover, findings suggest that specific features of the acquirer 
company, such as the leverage ratio, influence managerial decisions on 
the recognition of abnormal goodwill, whereas results do not confirm 
the relevance of specific characteristics of the concluded deal. 
Thus, these findings could support the extant literature on the 
purchase price allocation, providing empirical evidence on the 
determinants of managerial decisions on the allocation of goodwill 
amount.  
However, this research suffers from some limitations and future 
avenues for investigation can be suggested. Particularly, main 
limitation is due to the sample construction and more specifically to the 
need to merge my initial sample with information provided by 
Amadeus database, thus considering only business combinations in 
which both the acquirer and the target are European companies. 
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Nevertheless, further research could analyse main determinants of 
the recognition to abnormal goodwill amount and more in general the 




DETERMINANTS FOR RECOGNITION OF 
GOODWILL ON A PROVISIONAL BASIS 
  
4.1 Introduction 
This second empirical analysis focuses on the recognition of 
provisional goodwill arising from a business combination. Particularly, 
this study aims at assessing the main determinants of the managerial 
decision to recognize the goodwill amount arising from a business 
combination on a provisional basis.  
As illustrated in the Part I of this dissertation, accounting for 
business combinations under IFRS 3 Revised requirements implies the 
estimation of fair value at the acquisition date of assets and liabilities 
acquired. Nevertheless, at the reporting date the estimation process 
could be not completed yet since the determination of the fair value of 
specific items is still provisional. Actually, the measurement procedure 
for some elements, especially intangible assets without an active 
market, could require obtaining more specific information and 
implementing more complicated evaluation methods, usually requiring 
the technical support of an advisor. 
In such a perspective, whenever the estimation process is not 
definitely completed at the reporting date, paragraph 45 of IFRS 3 
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Revised states that the acquirer has to recognize the provisional fair 
value of identifiable assets and liabilities and, consistently, accounting 
for a provisional goodwill.  
Afterwards, the acquirer has an estimation period, no longer than 12 
months after the acquisition date, in order to obtain further 
information useful to definitely estimate fair value at the acquisition 
date of assets and liabilities acquired. As regards, any difference 
between provisional and definitive fair value results in adjustments of 
the recognized goodwill amount. 
Thus, managers of the acquirer company can recognize provisional 
goodwill in the balance sheet at the end of the year in which the 
business combination is concluded and, afterwards, the acquirer can 
modify recognized goodwill amount as a consequence of obtaining 
further information on fair value of acquired items. 
So, from a theoretical point of view, the managerial decision to 
account for goodwill on a provisional basis should be related to the 
presence of difficulty in estimating the fair value of specific acquired 
items.  
In spite of this, this decision could be related to other determinants. 
Particularly, since the goodwill amount is the most influent indicator 
for investors of the quality of the acquisition that has been concluded 
(Paugam et al., 2015), managers of the acquirer company could be 
more prone to recognize a higher goodwill amount in order to signal 
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that they concluded a fruitful acquisition, especially whenever the 
market value of the acquirer company seems undervalued by investors. 
In such a perspective, taking advantage from the option established by 
paragraph 45 of IFRS 3 Revised, managers of the acquirer company 
could avoid and defer the separate recognition of intangible assets in 
the balance sheet of the year in which the acquisition is concluded and 
consistently a higher amount of goodwill arises. 
Based on these discussions, and considering that to the best of my 
knowledge there are no previous academic studies that address this 
issue, this study aims at examining the determinants of the decision to 
recognize provisional goodwill amount at the end of the year in which 
the business combination is concluded. Particularly, the study 
investigates whether the recognition of provisional goodwill is due to a 
perceived undervaluation of the acquirer by the market, rather than a 
lack or difficulty in obtaining information on specific assets and 
liabilities of the target. 
Main results suggest that the decision to account for goodwill on a 
provisional basis is due to a particular relationship with stock market 
prices, rather than to actual difficulties faced by the managers of the 
acquirer in order to determine the fair value of specific assets and 
liabilities of the target company. 
This study contributes to broader existing literature on goodwill 
recognition as well as accounting for business combinations, 
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highlighting the driver of the managers’ decision to account for 
provisional goodwill. Particularly, along the lines of other studies 
introduced in this dissertation, it contributes to understanding the 
influence of specific IFRS 3 accounting requirements on the initial 
determination of goodwill amount and its potential benefits.  
The remainder of this study proceeds as follows. Section 4.2 
introduces the review of previous literature and section 4.3 illustrates 
methodology issues. In section 4.4 I present the results of the 
multivariate analysis and section 4.5 concludes this chapter. 
 
 
4.2 Literature  review and hypothesis development  
As already specified, the managerial decision to account for a 
provisional goodwill has not previously investigated in accounting 
literature. Thus, in this section I firstly examine the potential 
determinants that from a theoretical point of view could influence the 
managerial decision to recognize the goodwill amount on a provisional 
basis. 
At first, in the light of the residual nature of the goodwill amount, the 
main reason for the recognition of a provisional goodwill could be due 
to potential difficulties related to the correct estimation of specific 
items included in the purchase price allocation procedure.  
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Particularly, difficulties could be related to the estimation of the fair 
value of intangible assets. Actually, according to requirements of IFRS 3 
Revised the acquirer company could recognise additional identifiable 
intangible assets during the purchase price allocation procedure, even 
if these intangible resources are not previously recognised in the 
balance sheet of the target company. Thus, the acquirer should 
determine the fair value of these assets that usually do not present an 
active market and so their evaluation require the implementation of 
specific measurement methods (Silvestri, 2007). In such a scenario, the 
acquirer company could need a longer period of time in order to 
determine the fair value of these assets usually presenting also a key 
role in strategic issues (Cañibano et al., 2000; Marchi and Marasca, 
2010) and a direct relationship with company’s market value (Lev and 
Sougiannis, 1996; Abrahams and Sidhu, 1998; Lev, 2001; Ke et al., 
2004). Thus, difficulty in estimation of identifiable intangible assets 
results in the recognition of higher amount for the provisional 
goodwill. 
Similarly, the recognition of provisional goodwill could be influenced 
by the provisional estimation of contingent liabilities, especially if they 
do not determine the presence of contingent considerations.  
Furthermore, determinants for the recognition of provisional 
goodwill could be related to specific features of the target company, 
such as the listing status or the accounting system. Actually, if the 
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target company is listed as well, it should be subject to mandatory 
disclosure requirements and its evaluation should be easier for the 
managers of the acquirer company. Similarly, if the target company 
applies IAS/IFRS accounting requirements as well, the estimation 
procedure for its assets and liabilities should be facilitated for the 
acquirer company and could not require the utilization of the 
measurement period.  
Additionally, the decision to account for a provisional goodwill could 
be influenced by some features related to the relationship between 
acquirer and target company before the conclusion of the transaction. 
Particularly, if the acquirer and the target operate in the same industry, 
estimation issues should be easier for the managers of the acquirer 
company, also as regards measurement of specific intangible assets. 
Consistently, the presence of a previous stake in the target company 
could lower estimation risk and difficulty for assets and liabilities of the 
acquired company. 
On the other hand, the decision to account for a provisional goodwill 
could be related to the managerial discretion involved in the purchase 
price allocation. Particularly, the decision to utilise the measurement 
period and recognise a higher goodwill amount on a provisional basis 
could be influenced by expectation of the financial market.  
In such a perspective, previous studies demonstrate that investors 
pay attention to results of the purchase price allocation procedure. 
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Particularly, Paugam et al. (2015) by investigating the U.S. context over 
the period 2002-2011 provide empirical evidence that the level of 
goodwill is informative about the quality of the concluded transaction 
and it is a relevant indicator of future change in performance of the 
acquirer company.  
Thus, the decision to recognise a higher goodwill amount on a 
provisional basis could be related to the intention to positively 
influence market perception on the quality of the concluded business 
combination, rather than an actual need of further time in order to 
estimate assets and liabilities of the target company.  
This managerial behaviour could be emphasised especially 
whenever the market value of the acquirer company is undervalued by 
investors. Thus, consistently with the study developed in Chapter 3, 
this analysis grounds on the signalling theory as well. Actually, 
according to the signalling theory (Spence, 1974) when information 
asymmetry exists, managers’ behavior could convey insider 
information to the market. Therefore, recognizing a higher goodwill 
amount on a provisional basis could influence market perception on 
the quality and usefulness of the concluded acquisition, especially 
whenever managers perceive that equity market value of the acquirer 
company is currently undervalued by investors. 




H1: the managerial decision to account for goodwill amount on a 
provisional basis is due to the perceived undervaluation of the acquirer 




4.3.1 Sample and data 
Starting from the initial sample developed in the Introduction to Part 
II of this dissertation, I set specific criteria in order to provide empirical 
evidence for my research hypothesis (H1).  
Particularly, in order to evaluate difficulties in obtaining information 
on assets and liabilities of the target company I need to consider 
specific features of the acquired company before the conclusion of the 
transaction. More specifically, since considering only listed acquired 
companies could highly reduce the number of observations included in 
my regression model, I pay attention to financial and accounting 
information on unlisted target companies as well. 
Thus, I combine data on concluded deals obtained from Zephyr 
Database with information on the target company available on 
Amadeus database, which covers financial and accounting data on 
listed as well as unlisted companies in the European context. Thus, I 
include in my regression model only business combinations in which 
the target company is a European company as well. 
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Applying these criteria yields a sample of 275 business combinations 
over the period 2010-2013, concluded among European companies. 
As regards data source, information on accounting for provisional 
goodwill is hand-collected from financial statement of the acquirer, 
whereas information on the conclusion date of the business 
combination is collected from Zephyr deals. Additionally, accounting 
and financial data on the acquirer company are obtained from 
Datastream database. On the other hand, information on the target 
company is collected from Amadeus database. 
  
4.3.2 Models 
In pursuit of my objectives, I estimate the following logit regression 
model in which I regress the decision to account for goodwill on a 
provisional basis on the perceived undervaluation of company’s market 
value and specific proxies to consider potential difficulties in order to 
obtain information on the target company (the variables used in the 
regression model are thoroughly defined infra): 
 
GW_PROV = β0 + β1 MTBV + β2 COUNTRY_TRG + β3 PARTECIP +  




The dependent variable, GW_PROV, is a dummy variable that equals 
to 1 if the goodwill arising from the business combination is recognized 
on a provisional basis, and 0 otherwise.  
On the other hand, as regards independent variables in order to 
capture the signal motivation I include as independent variable MTBV 
that represents the market-to-book value of the acquirer company at 
the end of the year. Actually, if the acquirer is undervalued by the 
market, managers of the acquirer company could be more prone to 
overestimate the goodwill amount, avoiding the separate recognition of 
identifiable intangible assets, in order to signal the conclusion of a good 
business combination. Thus, I expect a negative relationship between 
MTBV and the dependent variable, consistently with my research 
hypothesis (H1). 
Additionally, I capture the potential obstacles in order to obtain 
information about the target company with the following set of dummy 
variables. Particularly, the dummy variable COUNTRY_TRG equals to 1 
if the target company operates in the same country of the acquirer, and 
0 otherwise. Consistently, INDUSTRY_TRG equals to 1 if the target 
company operates in the same industry of the acquirer. In this regard, I 
adopt the U.S. SIC code in order to identify the industry of involved 
companies. Finally, PARTECIP equals to 1 if the acquirer had previous 
interests in the target company, facilitating obtaining information on its 
assets and liabilities.   
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Moreover, I consider the temporal distance in days between the 
conclusion of the transaction and the first subsequent closing date 
including DAYS, a variable that measures the difference between the 
conclusion date of the business combination and the date for fiscal year 
end of the acquirer company. Actually, if the distance in days is higher, 
the need to utilise the measurement period allowed by IFRS 3 should 
be lower.   
Finally, I include a set of control variables to capture specific 
characteristic of the acquirer company. Particularly, ROA, LEV, and 
SIZE represent respectively the profitability, the leverage ratio and the 
size of the acquirer at the end of the year. More specifically, ROA is the 
ratio of the operating income on the total assets of the acquirer at the 
end of the year, LEV is the ratio of total debt on total equity of the 
acquirer at the end of the year of the acquisition, and SIZE is the natural 
log of total assets of the acquirer at the end of the year of the 
acquisition. 
In order to consider heteroscedasticity issues, I estimate the 
regression model using robust standard errors. Additionally, I include 
in the model a dummy variable for each year considered in the sample 
to control for the influence of the macroeconomic context. 
In the next section I analyse data for companies included in my 





4.4.1 Descriptive statistics 
This section outlines main results of my analysis.  
At first, I provide an overview of descriptive statistics for 
explanatory variables included in the regression model, as illustrated in 
the following Table (Table 1). 
 
Analysing data illustrated in Table 1, it seems interesting to point out 
that about 18% of companies included in the sample account for 
provisional goodwill during the period considered, with a standard 




Min 1° quartile Median 3° quartile Max 
GW_PROV .183642 .387491 0 0 0 0 1 
MTBV 2.590767 14.82246 -110.53 1.22 1.91 2.83 329.21 
COUNTRY_TRG .5738462 .4948975 0 0 1 1 1 
PARTECIP .0465116 .2107538 0 0 0 0 1 
INDUSTRY_TRG .4097744 .492719 0 0 0 1 1 
ROA .05562 .3140128 -7.368421 .0439419 .0782685 .1163943 .3825551 
LEV .5282582 2.577291 -18.56158 .0537558 .2909076 .6266222 53.03839 
SIZE 12.7099 2.101192 2.944439 11.19987 12.71778 13.95357 19.23374 
DAYS 179.0504 105.0679 0 87 180 269 364 
Table 1 summarises variables statistics. GW_PROV = is a dummy variable that equals to 1 if the goodwill 
has been recognised on a provisional basis, and 0 otherwise; MTBV = ratio of the year-end market value of 
equity to the book value of equity; COUNTRY_TRG = dichotomous variable that equals to 1 if the target 
company operates in the same industry of the acquirer company, and 0 otherwise; PARTECIP = dichotomous 
variable that equals to 1 if the acquirer company had a previous stake in the target company, and 0 otherwise; 
INDUSTRY_TRG = dichotomous variable that equals to 1 if the target company operates in the same country  
of the acquirer company, and 0 otherwise;  ROA = ratio of acquirer company’s operating income to total 
assets; SIZE = natural log of total assets at the end of the year; LEV = ratio of total debt to total equity at the 
end of the year; DAYS = distance measured in day between the conclusion date of the transaction and the 
reporting date of the acquirer company. Data analysis using StataSE 13.  
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Additionally, data show the relatively high standard deviation of the 
variable MTBV suggesting that for companies included in the sample 
there is a high variance in the market evaluation of their equity. 
Finally, analysing information on the variable DAYS it seems 
interesting to underline that business combinations occurs on average 
179 days before the reporting date, and that distance in days is equally 
distributed in the sample. 
Furthermore, Table 2 shows Pearson correlation coefficients for 
explanatory variables included in my regression model. 
 
Table 2 provides the Pearson correlations for the independent variables. The values indicated in bold show 
statistically significant relationships between variables, while the p-value is shown in brackets. *,** indicate 
statistical significance at less than the 5 percent and the 1 percent level, respectively (two-tailed). MTBV = 
ratio of the year-end market value of equity to the book value of equity; COUNTRY_TRG = dichotomous 
variable that equals to 1 if the target company operates in the same industry of the acquirer company, and 0 
otherwise; PARTECIP = dichotomous variable that equals to 1 if the acquirer company had a previous stake 
in the target company, and 0 otherwise; INDUSTRY_TRG = dichotomous variable that equals to 1 if the 
target company operates in the same country  of the acquirer company, and 0 otherwise;  ROA = ratio of 
acquirer company’s operating income to total assets; SIZE = natural log of total assets at the end of the year; 
LEV = ratio of total debt to total equity at the end of the year; DAYS = distance measured in day between the 






_TRG ROA LEV SIZE DAYS 
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(0.1582) 1.000      
INDUSTRY_



















































As illustrated in Table 2, the highest correlation coefficient is 
between the dimension of the acquirer company and the country of the 
target. More specifically, a negative and statistically significant (p-
value<0.01) relationship exists between SIZE and COUNTRY_TRG 
suggesting that biggest companies are more inclined to carry out 
transactions with target companies that operate in different countries, 
consistently with the idea that biggest companies usually pursue more 
sophisticated growth strategies.  
Consistently, correlation coefficients show that the variable SIZE is 
also positively (0.3133) and significantly (p-value<0.01) correlated to 
the variable ROA, suggesting that biggest companies are also the most 
profitable.  
Moreover, the univariate analysis provides evidence of a negative 
and significant correlation between LEV and MTBV suggesting that 
companies with higher leverage ratio are favourably valued by 
financial market. 
Nevertheless, correlations coefficients showed in Table 2 do not 
exceed .3517, suggesting that multicollinearity is not likely to be a 







4.4.2 Multivariate results 
In order to provide empirical evidence on the determinants of the 
recognition of goodwill on a provisional basis, I estimate a logit 
regression model in which I regress the decision to account for 
provisional goodwill on the company’s undervaluation by the market 
and some specific features of the concluded business combination.  
The regression model runs considering 251 observations and it is 
significant at .0072 with a pseudo R2 of .1065.  
Consistently with the study carried out in Chapter 3, I estimate the 
regression model with robust standard errors in order to control for 
heteroscedastic issue and I check for the potential influence of 
multicollinearity analysing variance inflation factors (VIFs) coefficients.  













Table 3 presents logit regression results with robust standard errors. Values indicated in bold show 
statistically significant relationships between variables. *,** indicate statistical significance at less than the 5 
percent and 1 percent level, respectively (two-tailed). Dependent variable (GW_PROV) = is a dummy 
variable that equals to 1 if the goodwill has been recognised on a provisional basis, and 0 otherwise.  
Independent variables: MTBV = ratio of the year-end market value of equity to the book value of equity; 
COUNTRY_TRG = dichotomous variable that equals to 1 if the target company operates in the same industry 
of the acquirer company, and 0 otherwise; PARTECIP = dichotomous variable that equals to 1 if the acquirer 
company had a previous stake in the target company, and 0 otherwise; INDUSTRY_TRG = dichotomous 
variable that equals to 1 if the target company operates in the same country  of the acquirer company, and 0 
otherwise;  ROA = ratio of acquirer company’s operating income to total assets; SIZE = natural log of total 
assets at the end of the year; LEV = ratio of total debt to total equity at the end of the year; DAYS = distance 
measured in day between the conclusion date of the transaction and the reporting date of the acquirer 
company. Data analysis using StataSE 13. 
 
As illustrated in Table 3, some specific issues are related to the 
managerial decision to account for provisional goodwill. 
At first, consistently with my predictions regarding the influence of 
perceived undervaluation on the managerial behaviour (H1), the 
estimated coefficient on the variable MTBV has the predicted sign. 
Actually, the coefficient for the market-to-book value is negative and 
Dependent variable (GW_PROV) = dummy variable that equals to 1 if the goodwill has been 
recognised on a provisional basis, and 0 otherwise. 
Variable Predicted sign Coefficient p-value VIF 
MTBV 
- -.1099203 0.079 1.94 
COUNTRY_TRG 
- -.2253241 0.565 1.07 
PARTECIP 
- .1108729 0.897 1.04 
INDUSTRY_TRG 
- .3580601 0.312 1.04 
ROA + -2.02048 0.248 1.24 
LEV + .3596799 0.008** 1.90 
SIZE + .323453 0.002** 1.37 
DAYS 






 -4.597.103 0.001  
 
 
   
N° observations 251    
Wald chi2(11) 25.69    
Prob > chi2 0.0072    
Pseudo R2 0.1065    
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statistically significant at .10. This finding suggests that the managerial 
decision to account for goodwill on a provisional basis is negatively 
influenced by the market evaluation of company’s equity value since 
managers are more prone to recognise provisional goodwill whether 
investors undervalue their company. In such a perspective, this finding 
is consistent with the signalling theory and highlights that managerial 
behaviour as regards the recognition of provisional goodwill is affected 
by the intention to positively influence the financial market. 
On the other hand, analysing coefficients for the set of independent 
variables capturing the specific characteristics of the target company 
and the concluded deals, namely COUNTRY_TRG, PARTECIP, 
INDUSTRY_TRG, and DAYS, it seems interesting to point out that they 
are all not statistically significant. It seems possible to interpret this 
finding as evidence consistent with the idea that the decision to 
account for provisional goodwill is not influenced by deal features, 
contrarily to accounting requirements of IFRS 3 Revised. Actually, the 
decision to account for goodwill should be mainly related to difficulties 
in estimating the fair value of specific assets and liabilities of the target 
company, rather than financial market influences. 
In such a perspective, results of the multivariate analysis show that 
some characteristics of the acquirer company, namely the size and the 
leverage ratio, positively affect this decision. Actually, both LEV and 
SIZE variables have a positive and highly significant coefficient (p-
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value<.01) suggesting that biggest companies as well as companies 
with high leverage ratio are more prone to account for provisional 
goodwill. 
Overall, my findings provide evidence that the decision to account 
for goodwill on a provisional basis is affected by the financial market 
evaluation of the acquirer company rather than specific characteristics 
of the concluded deals. 
     
 
4.5 Conclusions 
This analysis aims at exploring main reasons for the decision to 
account for goodwill on a provisional basis. 
Actually, from a theoretical point of view the decision to utilise the 
measurement period allowed by paragraph 45 of IFRS 3 Revised 
should be related to difficulties of managers of the acquirer company in 
order to determine the definitive fair value of assets and liabilities of 
the target company. 
In spite of this, this study aims at examining whether the recognition 
of the provisional goodwill is affected by market expectations on the 
value of the acquirer company rather than actual difficulties in 
evaluating the target company. 
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Thus, I carry out an empirical analysis, examining a sample of 
business combinations concluded by European companies over the 
period 2010-2013. 
Main findings confirm my research hypothesis and particularly 
highlight a negative relationship between the market-to-book value of 
the acquirer and the recognition of a provisional goodwill. Additionally, 
they provide evidence that proxies for difficulties of the acquirer in 
evaluating the target company are not statistically significant. Thus, 
overall these results confirm the idea that the managerial decision to 
account for provisional goodwill is affected by market evaluation of the 
company rather than actual features of each concluded business 
combination. 
The findings of the current study and their implications have both 
theoretical significance and practical importance. Actually, from a 
theoretical perspective they could contribute to the goodwill 
accounting literature by underlining the relevance to consider whether 
the goodwill amount has been recognised on a provisional basis or it is 
definitive, especially in order to carry out value relevance studies as 
well as event studies. Research on goodwill accounting, indeed, does 
not consider whether the goodwill amount is still provisional and does 
not pay attention to its eventual future change in the subsequent year, 
thus providing opportunities of potential bias in the analysis.  
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Additionally, from a practical perspective this study could contribute 
to the standard setter activity, especially in order to analyse accounting 
requirements on the recognition of separate identifiable intangible 
assets, as suggested in the recent PIR of IFRS 3 Revised. 
Nevertheless, several limitations inherent in the design of this study 
are acknowledged. Particularly, consistently with the study carried out 
in Chapter 3, the main limitation is due to the sample selection 
procedure. Actually, in order to obtain information on the target 
company I merge my initial sample with data from Amadeus database, 
strongly reducing the number of transactions included in the final 
sample. 
However, considering that this topic has not been previously 
examined in the accounting literature, my study is an exploratory 
analysis on the recognition of provisional goodwill and it could be 
furtherly examined in future research by considering also the effect of 




IS GOODWILL VALUE RELEVANCE INFLUENCED 
BY FULL GOODWILL OPTION? 
  
5.1 Introduction 
This third empirical analysis aims at examining the consequences of 
the implementation of specific requirements established by IFRS 3 
Revised as regards goodwill accounting. Particularly, it aims at 
investigating the potential influence on the value relevance of the 
goodwill amount due to the implementation of the full goodwill option. 
As regards, whenever the proportion of shares acquired in a 
business combination is lower to 100% the problem to evaluate non-
controlling interests (NCIs hereafter) arises. 
In such a perspective, as illustrated in Chapter 2 a difference still 
exists between IAS/IFRS regulation and the equivalent US standards. 
Actually, under U.S. GAAPs requirements the acquirer has to evaluate 
minority interests at fair value with the option known as “full 
goodwill”. On the other hand, according to IFRS 3 requirements, 
adoption of full goodwill option is not mandatory for all business 
combinations since acquirer companies can use alternatively the 
partial and full goodwill options and the choice is separate for each 
business combination concluded in the year. 
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Under the full goodwill option the whole goodwill of the subsidiary 
is recognized in the consolidated financial statement. On the other 
hand, according to the partial goodwill option, the consolidate financial 
statement shows the full fair value of the subsidiary’s identifiable 
assets and liabilities and just the goodwill amount related to the 
controlling interests (Gavana et al., 2014).  
Thus, managers of the acquirer company can select, for each 
concluded business combination, to account for goodwill according to 
the full or partial goodwill option. Therefore, this decision has an 
impact on the goodwill amount recognized in the consolidated financial 
statement.  
In such a scenario, concerns have been expressed on the IASB 
decision to allow accounting for goodwill under the full goodwill option 
starting from its proposed version included in the Exposure Draft 
released in 2005 (Fortuna, 2009; Mechelli, 2006) since it could lead to 
the recognition of overvalued goodwill amounts (Romano, 2007). 
Consistently, in the PIR report many concerns have been expressed on 
measurement of NCIs at their fair value because of uncertainty it 
involves. 
Based on these arguments and since, to the best of my knowledge, 
there is no published empirical research on implementation of full 
goodwill method (Boennen and Glaum, 2014), this study aims at filling 
this gap providing empirical evidence on the informativeness of 
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goodwill amount determined with full or partial goodwill methods. 
Thus, a value relevance study is developed in order to investigate 
whether goodwill usefulness in valuing firm is affected by the adoption 
of the full goodwill option, and thus whether the goodwill amount 
determined adopting the full goodwill option is associated with share 
prices. 
Particularly, adopting traditional Ohlson’s model (1995) I carry out 
an empirical analysis focused on the European context in order to 
examine if the goodwill amount determined according to the full 
goodwill option is less value relevant for the market because of 
uncertainty due to measurement of NCIs at their fair value. 
Main findings suggest that the value relevance of the goodwill 
amount is not directly influenced by the decision to account for 
goodwill according to the full goodwill option, suggesting the relevance 
of estimation of minorities interests at their fair value. 
In the light of results from previous literature, this study contributes 
to existing accounting literature on goodwill value relevance by 
studying the effect of the reporting method for NCIs on goodwill 
amounts. Particularly, since the full goodwill option implies a higher 
uncertainty level because NCIs are recognized at fair value, investors 
should consider the goodwill amount determined under the full 
goodwill option less reliable and thus less value relevant. 
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The remainder of this study proceeds as follows. Section 5.2 
introduces the review of previous literature and section 5.3 illustrates 
methodology issues. In section 5.4 I present the results of the 
multivariate analysis and section 5.5 concludes this chapter. 
 
 
5.2 Literature  review and hypothesis development 
So far, a considerable number of studies demonstrate the value 
relevance of the goodwill amount, confirming that goodwill meets the 
definition of an asset and investors pay attention to its amount in order 
to evaluate the company. 
Prior studies that investigate the value relevance of goodwill are 
mainly focused on the US context and provide empirical evidence of the 
value relevance of goodwill amount for investor decision-making 
process (McCarthy and Schneider, 1995; Jennings et al., 1996).  
Similarly, academic studies carried out in the Australian context 
demonstrate that, for investors, goodwill amount recorded under 
national GAAPs is more relevant than other balance sheet items in 
valuing firms since a positive and significant relationship between the 
market value of equity and goodwill exists (Godfrey and Koh, 2001; 
Shahwan, 2004; Bugeja and Gallery, 2006).  
Corroborating prior research, Dahmash et al. (2009) investigate 
reliability of the goodwill amount and they find that, on average, the 
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market believes goodwill is significantly understated (conservatively 
valued) in financial reports of Australian companies, presumably 
because of accounting requirement to systematically amortise 
purchased goodwill over a maximum period of 20 years and because 
internally generated goodwill cannot be recognized. 
In such a scenario, shifting towards the impairment-only approach, 
accounting literature confirms the value relevance of goodwill amount 
suggesting, as regards, the positive effect of the transition to IAS/IFRS 
(Chalmers et al., 2008; Oliveira et al., 2010; Aharony et al., 2010) and to 
SFAS 142 (Ahmed and Guler, 2007).  
Particularly, Oliveira et al. (2010) demonstrate that goodwill was 
value relevant before 2005 in the Portuguese GAAP context and that 
the transition to IAS/IFRS had a positive effect on the value relevance 
of goodwill because it is no longer amortised, but tested for 
impairment. 
More recently, Laghi et al. (2013) analyse a sample of European 
companies (namely French, German, UK, Italian, Spanish, and 
Portuguese companies) over the period 2008-2011 and They provide 
empirical evidence that value relevance of the goodwill amount 
increases shifting towards IAS/IFRS regime since a positive 
relationship between goodwill and share prices exists. 
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Nevertheless, all studies presented above investigate the value 
relevance of goodwill considering the goodwill amount recognised in 
the balance sheet of the acquirer as a datum.  
In spite of this, my analysis focuses on the influence of specific IFRS 3 
requirements on the goodwill amount and thus consider the effect of 
full goodwill option on the value relevance of goodwill. In such a 
perspective, the main effect associated with the implementation of the 
full goodwill option is due to the measurement of NCIs.  
As regards, a limited number of studies explore the value relevance 
of NCIs, such as Lopes et al. (2013). The Authors investigate whether 
the value relevance of non-controlling interests is affected by their 
classification as equity or non-equity, by analysing a sample of 
IAS/IFRS early adopters in Germany. They provide evidence that the 
classification of non-controlling interests does not influence their value 
relevance for investors. 
Building on this literature and in the light of concerns expressed 
during the PIR of IFRS 3 Revised as regards measurement of NCIs at 
fair value, this analysis aims at testing the following research 
hypothesis: 
 
H1: goodwill amounts accounted for according to the full goodwill option 
are less value relevant for investors because of higher uncertainty in 




5.3.1 Sample and data 
In pursuit of my objective a develop a sample of business 
combinations concluded by European companies over the period 2010-
2013, as previously illustrated in the introduction to the Part II of this 
dissertation. 
Afterwards, I modify this initial sample in order to consider specific 
features of each empirical analysis. In this regard, this analysis does not 
require information on the target company and thus the number of 
starting business combinations is the same of the initial sample. 
Therefore, I exclude only observations because of missing values in 
explanatory variables. More specifically, due to missing values, my final 
sample includes 549 observations. 
In this regard, it is worth recalling that all market and accounting 
data are obtained from Datastream database, whereas information on 
adoption of the full goodwill option as well as goodwill amount arising 
from each business combination is hand-collected directly from the 
acquirer financial statements. 
 
5.3.2 Models 
In order to test the influence of full goodwill option on value 
relevance of the goodwill amount, I estimate a regression model 
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adapted from Ohlson (1995), consistently with previous studies 
focused on examination of goodwill value relevance. 
In this regard, it seems worth recalling that the Ohlson’s model 
(1995) and its subsequent modification suggest that the firm’s equity 
market value is a function of the book value of its equity and its 
earnings. Afterwards, the book values are separated out into distinct 
components so as to examine the impact of different variables of 
interest (Bugeja and Gallery, 2006; Al Jifri and Citron, 2009; Dahmash 
et al., 2009; Lapointe-Antunes et al., 2009; Oliveira et al., 2010).  
In such a perspective, I investigate the association between equity 
market prices and goodwill carrying amount determined in each 
concluded business combination since the acquirer can select to apply 
for the full or partial goodwill option separately for each business 
combination.  
Particularly, I estimate the following regression model in which I 
regress the equity market price on book value of equity, earnings, and 
goodwill:  
 
P = β0 + β1 (BV-GW)/N SHARES + β2  E/N SHARES + β3 GW/N SHARES + 
β4  FG + β5 (GW*FG) +ε 
 
The dependent variable, P, is defined as the average equity market 
price in the fifth month following the main reporting date. Actually, 
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information included in financial statement needs a period of time 
following the reporting date in order to reach the financial market. In 
this regard, during the fifth month following the reporting date it seems 
reasonable that information included in financial statements becomes 
available for investors. 
As regards independent variables, at first I include in the regression 
model main book values of the company. Particularly, the variable E/N 
SHARES represents the company earning at the end of the year 
whereas (BV-GW)/N SHARES is the equity book value of the company 
at the end of the year adjusted for goodwill amount arising from the 
business combination.  
Additionally, the variable GW/N SHARES is the goodwill recognized 
in each business combination and FG is a dummy variable that equals 
to 1 if the goodwill arising from each business combination is 
determined according to the full goodwill option, and 0 otherwise.  
Afterwards, I capture the influence of the full goodwill option on 
goodwill value relevance developing the interaction term GW*FG. 
Actually, analyzing the sign and the coefficient of this variable enables 
me to understand if the full goodwill option emphasizes or mitigates 
the effect on goodwill value relevance. 
Consistently with regression model developed in the previous 
empirical analyses, I include a set of dummy variables for each year 
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considered in the sample, thus enabling me to control for potential 
influence of the macroeconomic context. 
Additionally, in order to avoid heteroscedastic issues I scaled all 
continuous variables for the number of outstanding shares at the 
reporting date and I estimate the regression model with robust 




5.4.1 Descriptive statistics 
In this section, at first I introduce main statistics in order to provide 
a preliminary inspection of data included in my sample. In this regard, 
Table 1 summarises statistics for all variables of interest. 
 
 Table 1 summarises variables statistics. P = is medium equity market price in the fifth month after the end of 
the year for the acquirer company; (BV-GW)/N SHARES = book value of equity less goodwill from 
acquisition, scaled by the number of outstanding shares; E/N SHARES = earnings of the acquirer scaled by 
the number of outstanding shares; GW/N SHARES = goodwill from acquisition scaled by the number of 
outstanding shares; FG = dichotomous variable that equals to 1 if the goodwill amount has been accounted for 
according to the full goodwill option, and 0 otherwise; GW*FG = interaction term between the variable 





Min 1° quartile Median 3° quartile Max 
P 677.9066 7124.831 .1234783 30.78391 139.3522 408.6 180652.3 
(BV-GW)/N 
SHARES 2.425502 4.098158 -2.71224 .4633771 1.256055 2.668859 46.18942 
E/N SHARES .3576301 .7430919 -2.228487 .008063 .1383081 .4434007 7.661552 
GW/N SHARES .1127672 .366822 0 .0056772 .02858 .088302 7.020027 
FG .0449251 .2073123 0 0 0 0 1 
GW*FG .0088614 .1107654 0 0 0 0 2.20268 
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In the light of information disclosed in Table 1, it seems interesting 
to point out statistics related to the variable FG in order to understand 
the pervasiveness of this option. Particularly, FG presents an average 
value of about 0.04, suggesting that about 4% of business combinations 
concluded by companies included in the sample are accounted for 
according to the full goodwill option. 
Additionally, data included in Table 1 highlights the very high 
variability of the dependent variable P. Thus, in order to avoid the 
potential influence of extreme outliers, I winsorize the dependent 
variable at its first and ninety-ninth percentile. 
In such a scenario, in Table 2 I show the Pearson correlation 
coefficients for all variables included in the value relevance regression 
model. 
 
Table 2 provides the Pearson correlations for the independent variables. The values indicated in bold show 
statistically significant relationships between variables, while the p-value is shown in brackets. *,** indicate 
statistical significance at less than the 5 percent and the 1 percent level, respectively (two-tailed). (BV-
GW)/N SHARES = book value of equity less goodwill from acquisition, scaled by the number of outstanding 
shares; E/N SHARES = earnings of the acquirer scaled by the number of outstanding shares; GW/N SHARES 
= goodwill from acquisition scaled by the number of outstanding shares; FG = dichotomous variable that 
equals to 1 if the goodwill amount has been accounted for according to the full goodwill option, and 0 
otherwise; GW*FG = interaction term between the variable GW/N SHARES and the variable FG. Data 
analysis using StataSE 13. 
Variables (BV-GW)/N SHARES E/N SHARES GW/N SHARES FG GW*FG 
(BV-GW)/N 
SHARES 1.000     
E/N SHARES 0.6394 (0.0000)** 1.000    
GW/N SHARES 0.1980 (0.0000)** 
0.2438 
(0.0000)** 1.000   




(0.0565) 1.000  









Analysing Table 2 it seems interesting to highlight the high and 
significant correlation coefficient between earnings per share and book 
value of equity per shares (0.6394 with a p-value<0.01). This 
relationship suggests that companies with highest equity have also the 
best economic performances.  
Additionally, correlation coefficients highlight that the variable 
GW*FG is highly correlated with both variables GW and FG. Actually, 
considering that FG*GW is developed as the interaction term between 
GW and FG, it seems reasonable that it is highly correlated with both 
terms. Since a very high and significant correlation coefficient could be 
a signal of multicollinearity in the regression model, I adopt all 
statistical controls in order to verify that multicollinearity does not 
affect my regression model, as illustrated in the next subsection. 
 
5.4.2 Multivariate results 
In order to test the influence of full goodwill option on the goodwill 
value relevance, I estimate a traditional Ohlson’s regression model 
(1995) in which I regress the equity market price of the company on 
book values of equity, earnings and goodwill. 
The regression model runs considering 549 observations and it is 
significant at .0012 with a R2 of .1730. Consistently with my previous 
studies, I estimate the regression model with robust standard errors in 
order to control for heteroscedastic issue and I check for the potential 
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influence of multicollinearity analysing variance inflation factors (VIFs) 
coefficients. In this regard, VIFs do not exceed 1.95 suggesting that 
multicollinearity is not a relevant issue in my regression model. 
Estimation results of my regression model are presented in Table 3. 
 
Table 3 presents regression results with robust standard errors. Values indicated in bold show statistically 
significant relationships between variables. *,** indicate statistical significance at less than the 5 percent and 
1 percent level, respectively (two-tailed). Dependent variable (P) = medium equity market price in the fifth 
month after the end of the year for the acquirer company. Independent variables: (BV-GW)/N SHARES = 
book value of equity less goodwill from acquisition, scaled by the number of outstanding shares; E/N 
SHARES = earnings of the acquirer scaled by the number of outstanding shares; GW/N SHARES = goodwill 
from acquisition scaled by the number of outstanding shares; FG = dichotomous variable that equals to 1 if 
the goodwill amount has been accounted for according to the full goodwill option, and 0 otherwise; GW*FG 
= interaction term between the variable GW/N SHARES and the variable FG. Data analysis using StataSE 13. 
 
Dependent variable (P) = medium equity market price in the fifth month after the end of the 
year for the acquirer company. 
Variable Predicted sign Coefficient p-value VIF 
(BV-GW)/N SHARES + 14.15888 0.591 1.78 
E/N SHARES + 296.2087 0.059 1.95 
GW/N SHARES + -13.74449 0.918 1.36 
FG ? 10.56309 0.930 1.17 
GW*FG 
- -359.3585 0.222 1.52 
YEAR DUMMIES     
INTERCEPT  380.868 0.000  
 
    
     
N° observations 549    
F (8, 540) 3.28    
Prob > F 0.0012    
R-squared 0.1730    
Root MSE 535.64    
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Multivariate results suggest that the recognition of goodwill 
according to the full goodwill option does not affect its value relevance.  
Actually, analysing coefficients illustrated in Table 3, only the 
variable E/N SHARES has a statistically significant coefficient (p-
value<.10). More specifically, earnings of the company are positively 
associated with stock prices, consistently with expected relationship 
for this variable. 
On the other hand, variables that capture the carrying amount of 
goodwill as well as the potential effect of full goodwill option are not 
statistically significant, providing evidence that the managerial decision 
to account for goodwill according to the full goodwill option does not 
influence investors’ decision-making process, contrarily to my research 
hypothesis (H1). 
In such a scenario, it seems interesting to point out results for the 
variable representing the goodwill amount (GW/N SHARES). Contrarily 
to results of previous literature on this topic, indeed, the goodwill 
amount is not statistically associated with the dependent variable, 
meaning that the goodwill amount is not value relevant. This result 
should be better examined paying attention to the construction of this 
variable. Actually, this variable considers the amount of goodwill 
recognised for each business combination, in the light of the research 
objective to examine implementation of the full goodwill option. Thus, 
the variable included in the regression model does not represent the 
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total goodwill amount recognised in the balance sheet of the acquirer at 




This analysis aims at exploring whether the adoption of the full 
goodwill option influences the value relevance of goodwill amount. 
Actually, acquirer company can select to account for goodwill from 
business combination according to both full or partial goodwill options 
and this choice could be different for each business combination, even 
if a great number of business combinations are concluded in the same 
year. 
In such a perspective, the managerial decision to account for 
goodwill according to the full goodwill option could determine the 
recognition of higher amount of goodwill in the balance sheet of the 
acquirer, since also the goodwill of NCIs is included. This decision, thus, 
implies the measurement of NCIs at fair value as well, increasing 
uncertainty in the evaluation process and potentially influencing the 
decision making process of investors. 
Therefore, I analyse a sample of business combinations concluded by 
European companies and I estimate a value relevance regression model 
along the lines of Ohlson’s model (1995). 
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Main findings suggest that investors does not pay attention to 
implementation of full goodwill option in their evaluation process of 
the acquirer company, whereas stock prices are affected by earnings of 
the company. 
Main limitation is related to the construction of the variable 
representing the goodwill amount, since it considers the goodwill 
amount of each business combination because the choice to account for 
goodwill according to the full goodwill option relates to each concluded 
business combination.  
These results could be useful in order to support standard setter 
decisions, especially in order to enhance convergence with equivalent 
U.S. standards. Actually, according to U.S. GAAPs requirements the 
implementation of full goodwill is mandatory and so all business 
combinations are accounted for according to this option, increasing 
comparability across transactions. 
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INTERPRETATION OF RESULTS AND 
CONCLUSIONS 
  
This dissertation focuses on accounting requirements for business 
combinations in the European context. More specifically, at first I 
provide an analytical analysis of accounting requirements according to 
the IAS/IFRS regime and of extant academic accounting literature on 
this topic. Building on this literature, I develop three empirical analyses 
in which I examine whether the goodwill amount is affected by specific 
accounting issues established by current IFRS 3 Revised. 
Actually, from a theoretical point of view the goodwill amount 
should represent the current value of expected synergies between 
involved companies, even its amount subsumes different components, 
such as excess of the fair values over the book values, overpayment, 
and overvaluation of the target company (Johnson and Petrone, 1998; 
Henning et al., 2000).   
On the other hand, in my dissertation I investigate whether the 
proportion of purchase price that managers decide to allocate to 
goodwill is affected by other determinants, and particularly, from the 
relationship between stock prices of the acquirer company and 
carrying amount of goodwill. 
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In this regard, it seems worth recalling that current accounting 
requirements, and particularly subjectiveness due to estimation 
process of specific items, provide to managers of the acquirer the 
opportunity to manipulate the purchase price allocation (Paugam et al., 
2015). Additionally, the residual nature of goodwill and its signalling 
value as regards the quality of the concluded transaction, highlight that 
managers of the acquirer could have good incentives to misuse 
managerial discretion. 
Based on these arguments, I develop three studies aimed at 
analysing whether:  
(i) the recognition of abnormal goodwill is influenced by the market 
reaction to the business combination announcement;  
(ii) the decision to recognise goodwill amount on a provisional basis 
is affected by a perceived undervaluation from the financial market 
rather than potential difficulties in estimating fair value of assets and 
liabilities of the target company; and 
(iii) the recognition of goodwill according to the full goodwill option 
affects the value relevance of goodwill amount. 
 
Main findings suggest that the recognition of abnormal goodwill is 
associated with stock prices of the acquirer company. Particularly, 
abnormal goodwill amount is positively influenced by market reaction 
to the business combination announcement, and consistently the 
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managerial decision to account for provisional goodwill amount is 
associated with perceived undervaluation of the acquirer company. On 
the other hand, full goodwill option seems to be not associated with 
goodwill value relevance. 
Overall, my findings suggest that the proportion of the purchase 
price that managers of the acquirer decide to allocate to goodwill is 
associated with stock prices of the acquirer company, rather than 
specific features of the target company, the concluded transaction or 
positive expectations on the future performance of involved 
companies. 
In this regard, it seems worth recalling that the recognition of the 
goodwill amount is a managerial decision influenced by managerial 
discretion and from a theoretical point of view discretion allows 
managers to signal private information to investors and therefore 
improve the information value of financial statements (Dye and 
Verrecchia, 1995; Sankar and Subramanyam, 2001).  
Thus, according to main findings of three empirical analyses 
included in this dissertation, managers of the acquirer company seem 
to use managerial discretion allowed by current accounting 
requirements, especially in allocating the purchase price, in order to 
enhance the signalling power of goodwill and so meet expectations of 
acquirer’s investors. In such a perspective, specific options allowed by 
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current standard such as the recognition of goodwill on a provisional 
basis could enhance this managerial behaviour. 
The findings of the current study and its implications have both 
theoretical significance and practical importance. 
From a theoretical point of view, this study improves the linkage 
between business combinations literature and goodwill accounting 
literature. Particularly, my analyses point out that the goodwill amount 
recognised in the acquirer balance sheet could be affected by specific 
options granted by IFRS 3 and, thus, academic research on goodwill 
accounting should pay attention to specific conditions that influence its 
initial amount. Actually, studies on goodwill accounting usually 
consider the goodwill amount as a datum, whereas they should 
consider the presence of specific options, such as provisional goodwill. 
Therefore, event studies approach or value relevance studies should 
consider whether the goodwill amount has been recognised only on a 
provisional basis and consequences of this specific managerial choice. 
From a practical perspective, this study could support the standard 
setter activity showing that decisions on accounting for goodwill 
amount should pay attention to conditions that affect its initial 
determination.  
At first, suggestions to improve current standard arise. In this 
regard, since some issues related to the purchase price allocation are 
very subjective and thus potentially affected by managerial discretion, 
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standard setter should strengthen disclosure requirements for the 
acquirer company, especially as regards estimation methods for 
intangibles assets, measurement of fair value for non-controlling 
interests, and components of recognised goodwill amount. Actually, the 
standard should require more in depth information as regards goodwill 
composition. Thus, the goodwill global amount recognised in the 
balance sheet of the acquirer should be split in the notes in order to 
identify the transaction that determined its recognition, enabling 
investors and other stakeholders to control over time the goodwill 
composition.     
Additionally, my findings could enhance further development of IFRS 
3, providing support in the light of concerns expressed during the 
recent Post Implementation Review. Particularly, as regards 
provisional goodwill since its recognition is usually due to difficulties in 
estimating additional identifiable intangible assets, the standard setter 
should provide more in depth guidance in their measurement and in 
establishing categories of assets that can be recognised in a business 
combination. Additionally, standard setter should provide more in 
depth guidance on measurement of fair value for non-controlling 
interests, especially for unlisted target companies, since they could lead 
to the recognition of very different goodwill amounts affecting the 
signalling effect of the concluded transaction.  
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Moreover, further improvements should pay attention to the 
recognition of business combinations of companies under common 
control. Actually, they represent a good proportion of concluded 
business combinations and so far IASB does not provide a 
comprehensive regulation specifically devoted to analyse these 
transactions, negatively affecting the comparability of financial 
statements. 
In such a perspective, further improvements could be addressed to 
complete the convergence project between IASB and FASB, especially 
as regards measurement of non-controlling interests. Actually, this 
issue arises whenever the acquirer obtains less than 100% of interests 
in the target and, according to current requirements, the same 
transaction could lead to different goodwill amounts, with a decrease of 
comparability for financial statements.  
Overall, further research on determination of the initial goodwill 
amount could be very useful in order to improve accounting 
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